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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  replies  of  the  Department 
of  Labor  and  Industry,  the  Department  of  Administration,  and  the  State 
Auditor  are  included  in  the  back  of  this  report. 

Page 

The  Department  of  Administration  establish  a  task  force 
under  the  authority  granted  in  Section  82-110,  R.C.M. 
1947,  to  study  the  accounting  systems  currently  in 
use  at  ESD  and  provide  a  solution  for  the  current 
duplication.  5 

Department  of  Administration  Reply;   Concur.   See  page  153. 

Use  SBAS  as  its  primary  agency  accounting  system.  8 

Agency  Reply;   Do  not  concur.   See  page  119. 

Adopt  the  use  of  state  warrants  signed  by  the  State 
Auditor  for  the  payment  of  unemployment  insurance 
benefits.  10 

Agency  Reply;   Do  not  concur.   See  page  120. 

Department  of  Administration  Reply;   Concur.   See  page  153. 

State  Auditor's  Office  Reply;   Concur.   See  page  156. 

Transfer  control  of  all  existing  treasury  bank  accounts 
to  the  Treasury  Division  of  the  Department  of  Admin- 
istration. 10 

Agency  Reply:   Do  not  concur.   See  page  120. 

Department  of  Administration  Reply;   Concur.   See  page  154. 

State  Auditor's  Office  Reply;   Concur.   See  page  156. 

That  legislation  be  enacted  amending  Section  87-113, 
R.C.M.  1947,  to  allow  the  use  of  state  warrants  signed 
by  the  State  Auditor  for  payment  of  unemployment  insurance 
benefits.  10 

Agency  Reply;   ESD  did  not  respond  to  this  recommendation. 
Department  of  Administration  Reply;   Concur.   See  page  154. 
State  Auditor's  Office  Reply;   Concur.   See  page  156. 

Transfer  control  of  all  accounting  functions  relating 
to  employer  tax  contributions  from  the  contributions 
section  to  the  fiscal  section.  12 

Agency  Reply;   Do  not  concur.   See  page  120. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Adopt  a  cash  receipt  validation  system.  15 

Agency  Reply:   Concur.   See  page  121. 

Restrictively  endorse  all  checks  received  in  the  mail 

room  before  sending  them  to  the  cashier.  15 

Agency  Reply:   Partially  concur.   See  page  121. 

Send  all  cash  received  along  with  employer  reports 
directly  from  the  mail  room  to  the  cashier  for 
validation.  15 

Agency  Reply:   Concur.   See  page  121. 

Deposit  cash  in  compliance  with  Section  2-1210.22  of 

the  Montana  Operations  Manual.  15 

Agency  Reply:   Concur.   See  page  122. 

Provide  adequate  facilities  for  the  safeguarding  of  all 

cash  when  it  must  be  retained  in  the  building.  15 

Agency  Reply:   Concur.   See  page  122. 

Change  the  safe  combination  whenever  personnel  with 

knowledge  of  the  combination  terminate.  15 

Agency  Reply;   Concur.   See  page  122. 

Maintain  records  to  adequately  document  that  corrections 
to  employer  reports  are  properly  authorized  and  reason- 
able. 16 

Agency  Reply:   Concur.   See  page  122. 

Establish  reasonable  dollar  limits  for  follow-up  of  error 
corrections  on  employer  reports,  including  follow-up 
of  addition  errors  in  employer  wage  listings.  16 

Agency  Reply:   Cannot  follow  this  recommendation.   See 
page  123. 

Notify  employers  of  all  corrections  to  the  employer 

reports  that  affect  the  tax  liability.  16 

Agency  Reply:   Concur.   See  page  123. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 
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Revise  the  employer's  quarterly  report  to  more  adequately 

explain  the  information  required.  18 

Agency  Reply;   Concur.   See  page  123. 

Consistently  apply  the  current  policy  for  assessment  of 
penalties  and  interest  and  document  all  abatements  of 
penalties  in  accordance  with  Section  87-135,  R.C.M.  1947.      20 

Agency  Reply;   Concur.   See  page  123. 

Adopt  a  system  of  applying  payments  on  delinquent  contri- 
bution accounts  to  the  penalty  and  interest  first  and 
then  to  contributions  due.  21 

Agency  Reply;   Concur.   See  page  124. 

Record  penalty  and  interest  revenue  under  a  separate  SBAS 
revenue  code  to  provide  for  proper  transfer  to  the 
administration  fund  in  accordance  with  Section  87-135, 
R.C.M.  1947.  22 

Agency  Reply;   Concur.   See  page  124. 

Adopt  the  single  by-pass  distribution  system  for  weekly 
paycards  and  consider  adopting  the  double  by-pass  system 
when  benefit  payment  computerization  is  completed.  24 

Agency  Reply;   Concur.   See  page  124. 

Implement  a  change  of  address  audit.  24 

Agency  Reply;   Will  study.   See  page  124. 

Implement  edit  procedures  to  ensure  that  payment  numbers 

are  consecutive  and  are  not  duplicated.  24 

Agency  Reply;   Response  does  not  indicate  a  position 
on  the  recommendation.   See  page  124. 

Properly  safeguard  benefit  checks  by  locking  them  in  the 

safe.  25 

Agency  Reply;   ESD  did  not  respond  to  this  recommendation. 

Establish  procedures  requiring  daily  listing  of  all 
duplicate  pajnnents  by  the  data  processing  section  and 
immediate  investigation  of  those  payments  by  the  accounts 
receivable  clerk.  26 

Agency  Reply;   Concur.   See  page  125. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Review  procedures  to  ensure  the  internal  stop-pay  system 
Is  functioning  properly  at  all  times. 

Agency  Reply:   Concur.   See  page  125. 


Page 


Establish  a  number  control  and  accountability  system  for 

checks  being  processed  through  the  agency.  27 

Agency  Reply:   Concur.   See  page  125. 


28 


Obtain  the  name  and  social  security  number  of  those 
claimants  receiving  interstate  benefits  and  include 
those  claimants  in  current  cross-match  procedures.  29 

Agency  Reply:   Concur.   See  page  126. 

Establish  a  local  office  claim  file  checkout  system 
which  allows  all  employees  to  locate  a  file  or  deter- 
mine its  disposition  with  minimum  effort. 


30 


Agency  Reply:   Concur.   See  page  126. 

Local  offices  remain  open  from  8:00  a.m.  to  5:00  p.m. 

in  compliance  with  state  law.  31 

Agency  Reply;   Concur.   See  page  129. 

Local  office  employees  be  required  to  sign  all  203-M 

documents  as  required  by  the  ESD  Operations  Manual.  31 

Agency  Reply:   Concur.   See  page  129. 

Implement  records  management  procedures  sufficient  to 
ensure  that  the  location  of  paycards  is  always  deter- 
minable. 

Agency  Reply:   Concur.   See  page  131. 
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Comply  with  the  General  Records  Retention  Schedule 

provided  by  Section  1-1390.30  of  the  Montana  Operations 

Manual  as  it  relates  to  the  retention  of  canceled  checks.      33 

Agency  Reply:   Concur.   See  page  131. 

Department  of  Administration  Reply:   Concur.   See  page  154. 

Work  with  the  Records  Management  Bureau  of  the  Department 
of  Administration  to  evaluate  the  need  to  microfilm  the 
canceled  benefit  checks.  34 

Agency  Reply:   Concur.   See  page  131. 

Department  of  Administration  Reply:   Concur.   See  page  154. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 
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File  continued  interstate  claim  documents  in  the  appropriate 

individual  claim  file.  34 

Agency  Reply:   Concur.   See  page  131. 

Adopt  a  more  efficient  system  for  filing  contribution 

documents.  35 

Agency  Reply:   Concur.   See  page  132. 

Use  state  purchasing  suppliers  whenever  possible  to 

purchase  items  for  WIN  participants.  37 

Agency  Reply:   Concur.   See  page  132. 

Prepare  only  one  check  to  each  WIN  participant  per  pay 
period  and  use  journal  entries  to  distribute  the 
payment  amount  to  the  proper  programs  and  expenditure 
codes.  37 

Agency  Reply:   Concur.   See  page  133. 

Require  local  and  central  office  WIN  personnel  to  comply 
with  provisions  of  the  WIN  Operations  Manual  relating  to 
payment  authorizations.  39 

Agency  Reply:   Concur.   See  page  133. 

Maintain  a  current  list  of  local  office  personnel  designated 

to  authorize  the  WIN  payments.  39 

Agency  Reply:   Concur.   See  page  133. 

Require  WIN  participants  to  sign  for  checks  picked  up  at 

the  local  office.  39 

Agency  Reply:   Concur.   See  page  133. 

Correct  the  cash  receipt  and  disbursement  control  weak- 
nesses noted  above.  41 

Agency  Reply:   Concur.   See  page  134. 

Update  the  bank's  list  of  authorized  check  signers  annually 

or  whenever  there  is  a  change  in  authorized  personnel.         42 

Agency  Reply:   Concur.   See  page  134. 
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Comply  with  laws  which  require  the  director  of  the  Depart- 
ment of  Administration  to  sign  all  benefit  and  manpower 
checks.  42 

Agency  Reply:   Concur.   See  page  134. 

Record  cash  transfers  only  after  they  are  completed.  43 

Agency  Reply:   Concur.   See  page  134. 

Establish  procedures  to  verify  that  bank  errors  are 

corrected.  44 

Agency  Reply:   Concur.   See  page  134. 

Require  the  machine  section  to  record  and  report  to  the 

fiscal  section  all  errors  found.  45 

Agency  Reply;  Concur.  See  page  134. 
Perform  proper  cash  reconciliations.  45 

Agency  Reply:  Concur.  See  page  134. 
Discontinue  netting  adjustment  transactions.  46 

Agency  Reply:   Do  not  concur.   See  page  135. 

Adopt  a  double  entry  bookkeeping  system  to  record  trans- 
actions on  the  ledger  cards  for  the  benefit  and  manpower 
accounts.  46 

Agency  Reply:   Do  not  concur.   See  page  135. 

Delegate  to  specific  personnel  the  responsibilities  of 

canceling  and  recording  voided  checks.  47 

Agency  Reply:   Concur.   See  page  135. 

Coordinate  activities  between  the  benefit  and  manpower 

sections  in  relation  to  voided  checks.  48 

Agency  Reply:   Concur.   See  page  135. 

Provide  for  the  writeoff  of  stale  dated  manpower  and  benefit 

checks  on  a  timely  basis.  48 

Agency  Reply:   Concur.   See  page  135. 


Xll 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Page 


Separate  the  recording  and  handling  functions  for 

undelivered  benefit  checks.  48 

Agency  Reply:   Will  study.   See  page  135. 

Instruct  the  manpower  section  to  void  all  misprinted 

checks.  49 

Agency  Reply:   Concur.   See  page  136. 

Discontinue  recording  inter-entity  loan  receivable  and 
loan  payable  transactions  to  circumvent  SBAS  edit 
procedures.  49 

Agency  Reply:   This  would  be  possible  if  we  had  complete 
control  of  cash  receipts.   See  page  136. 

Reconcile  the  accounts  receivable  balances  recorded  on 

the  manual  and  computer  systems  on  a  timely  basis.  51 

Agency  Reply:   Concur.   See  page  136. 

Take  the  necessary  steps  to  assure  the  proper  functioning 
of  the  computer  system  and  discontinue  using  the  manual 
system.  51 

Agency  Reply:   Concur.   See  page  136. 

Send  monthly  statements  to  employers  and  benefit  recipients 

with  outstanding  accounts  receivable  balances.  51 

Agency  Reply:   Concur.   See  page  137. 

Periodically  prepare  aging  schedules  to  help  evaluate 

accounts  receivable  collection  procedures.  52 

Agency  Reply:   Concur.   See  page  137. 

Transfer  all  uncollectible  accounts  receivable  to  the 
Department  of  Revenue  for  collection  under  the 
provisions  of  Section  84-7104,  R.C.M.  1947.  53 

Agency  Reply:   Concur.   See  page  137. 

Write  off  uncollectible  accounts  only  with  prior 

authorization  from  Department  of  Revenue.  54 

Agency  Reply:   Concur.   See  page  137. 
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Adequately  document  all  accounts  written  off  to  provide 
for  the  subsequent  collection  of  the  accounts  if 
collection  becomes  possible.  54 

Agency  Reply:   Concur.   See  page  138. 

Discontinue  recording  suspended  benefits  accounts  receivable 

as  assets.  54 

Agency  Reply;   Will  study.   See  page  138. 

Maintain  subsidiary  detail  records  for  contributions 
receivable  to  allow  subsequent  verification  of  account 
activity  and  monthly  and  year-end  totals.  54 

Agency  Reply:   Concur.   See  page  138. 

Reconcile  subsidiary  and  general  ledgers  for  accounts 
receivable  dishonored  checks  monthly  and  make  necessary 
corrections  at  that  time.  55 

Agency  Reply:   Concur.   See  page  138. 

Establish  written  guidelines  for  the  timely  preparation 

and  delivery  to  employers  of  delinquent  assessments.  56 

Agency  Reply:   Concur.   See  page  139. 

Place  all  accounts  receivable  control  totals  on  SBAS  and 

the  federal  accounting  system  general  ledgers.  58 

Agency  Reply:   Concur.   See  page  139. 

Reconcile  general  ledger  totals  to  subsidiary  ledgers  at 

least  monthly.  58 

Agency  Reply:   Concur.   See  page  139. 

Establish  an  accounts  receivable  unit  within  the  fiscal 
section  to  maintain  subsidiary  ledgers  for  receivables 
and  to  perform  all  billing,  recording  and  control  functions 
necessary  to  ensure  prompt  collection  of  accounts.  58 

Agency  Reply:   Do  not  concur.   See  page  139. 

Credit  accounts  receivable  by  use  of  a  journal  entry  when 

claimants'  endorsements  are  not  required  on  the  checks.        59 

Agency  Reply:   Concur.   See  page  140. 
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Separate  cash  handling  from  accounts  receivable  record- 
keeping. 60 

Agency  Reply:   Concur.   See  page  140. 

Provide  for  the  verification  of  debtor  statements  by  someone 
not  having  access  to  the  cash  receipts  records  or  the 
accounts  receivable  credits.  60 

Agency  Reply:   Will  study.   See  page  140. 

Provide  for  other  personnel  to  assume  responsibility  for 
accounts  receivable  during  the  accounts  receivable  clerk's 
vacation  or  other  absences.  61 

Agency  Reply:   Concur.   See  page  140. 

Establish  procedures  to  ensure  prompt  billing  of  inter- 
state accounts  receivable.  61 

Agency  Reply:   Concur.   See  page  140. 

Maintain  subsidiary  ledgers  for  penalty  and  interest 
accounts  receivable  in  detail  sufficient  to  allow 
subsequent  verification  of  monthly  and  year-end  totals.        62 

Agency  Reply:   Concur.   See  page  141. 

Promptly  process  all  accounts  receivable  payments  and 

deposit  the  proceeds.  63 

Agency  Reply:   Concur.   See  page  141. 

Record  the  liability  for  unclaimed  CETA-CEP  earnings 

in  its  accounting  systems.  63 

Agency  Reply:   Concur.   See  page  141. 

Verify  the  accuracy  of  the  computer  listed  credits  and 

issue  credit  memos  to  applicable  employers.  65 

Agency  Reply:   Concur.   See  page  141. 

Establish  proper  implementation  and  verification  procedures 

for  computer  operations.  65 

Agency  Reply:   Concur.   See  page  142. 
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Promptly  notify  employers  of  credit  balances  resulting 

from  their  employer  contribution  tax  payments.  65 

Agency  Reply:   Concur.   See  page  142. 

Adjust  accrued  annual  leave  balances  at  the  state  and 

federal  fiscal  year-ends  in  the  federal  general  ledger.        66 

Agency  Reply:   Concur.   See  page  142. 

Record  CETA  accruals  in  accordance  with  generally  accepted 

accounting  principles.  67 

Agency  Reply:   Response  does  not  indicate  a  position  on 
the  recommendation.   See  page  142. 

Adjust  accrued  liabilities  for  actual  amounts  at  the  state's 

fiscal  year-end.  67 

Agency  Reply:   Concur.   See  page  142. 

Establish  a  formal,  written  plan  to  project  its  data 

processing  equipment  needs.  69 

Agency  Reply:   We  do  not  agree  with  the  auditor's  findings 
that  no  formal  plan  has  been  developed.   See 
page  143. 

Correct  the  control  weaknesses  discussed  above.  70 

Agency  Reply;   Concur.   See  page  149. 

Perform  periodic  security  reviews  of  its  computer 

operations  and  facilities.  70 

Agency  Reply:   Concur.   See  page  149. 

Require  computer  programmers  to  use  standard  documentation 
conventions  developed  by  the  Department  of  Administration 
when  they  prepare  program  documentation.  70 

Agency  Reply:   Will  study.   See  page  149. 

Establish  adequate  backup  program  documentation  at  an 

off-site  location.  70 

Agency  Reply;   Do  not  concur.   See  page  149. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 
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Require  a  documented  supervisory  review  of  all  programs 

and  program  changes  initiated  by  programmers.  71 

Agency  Reply:   Concur.   See  page  149. 

Establish  a  log  of  changes  made  to  active  computer 

programs.  71 

Agency  Reply:   Concur.   See  page  149. 

Establish  an  adequate  disaster  recovery  plan  for  preserving 

or  reestablishing  its  computer  facilities.  72 

Agency  Reply:   Concur.   See  page  149. 

Adopt  proper  accounting  procedures  for  recording  the  value 

of  buildings.  73 

Agency  Reply:   Concur.   See  page  150. 

Correct  the  errors  in  the  building  account  discussed 

above.  73 

Agency  Reply:   Concur.   See  page  150. 

Record  fixed  asset  values  in  accordance  with  generally 

accepted  accounting  principles.  74 

Agency  Reply;   Concur.   See  page  150. 

Require  the  use  of  transfer  slips  to  assure  proper  recording 

of  the  location  of  fixed  assets.  74 

Agency  Reply:   Concur.   See  page  150. 

Correct  the  overstatement  in  the  land  account.  75 

Agency  Reply:   Concur.   See  page  150. 

Combine  the  clearing  account  and  benefit  account  fund 

ledgers  in  the  federal  accounting  system.  76 

Agency  Reply:   Will  study.   See  page  150. 

Record  employer  tax  collections  as  "cash  receipts"  when 

received  from  the  employer.  76 

Agency  Reply:   Will  study.   See  page  150. 
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Discontinue  recording  funds  requested  from  the  unemploy- 
ment insurance  trust  fund  as  "cash  receipts."  76 

Agency  Reply:   Will  study.   See  page  150. 

Vendor  warrants  be  mailed  to  vendors  by  the  State  Auditor's 

Office.  77 

Agency  Reply:   Do  not  concur.   See  page  151. 

State  Auditor's  Office  Reply:   Concur.   See  page  156. 

Maintain  supporting  documents,  including  receipts  for  fees 
collected  and  meeting  expenses,  for  all  transactions 
relating  to  training  sessions  and  registration  fees.  77 

Agency  Reply:   Concur.   See  page  151. 

Correct  the  payroll  internal  control  weaknesses  noted 

above.  79 

Agency  Reply:   Concur.   See  page  151. 

Comply  with  federal  regulations  stated  in  the  Cost 
Accounting  Manual,  Section  2-6(4),  for  reporting 
expenditures  and  obligational  authority  in  the 
federal  system.  81 

Agency  Reply:   Response  does  not  indicate  a  position  on 
the  recommendation.   See  page  151. 

Obtain  prior  written  authorization  from  the  U.S.  Depart- 
ment of  Labor  for  all  transfers  of  expenditures  between 
project  codes.  81 

Agency  Reply:   Concur.   See  page  151. 

Require  employees  to  prepare  time  distribution  reports 

in  ink.  82 

Agency  Reply:   Do  not  concur.   See  page  152. 

Require  employees  and  their  supervisors  to  sign  time 

distribution  reports  in  ink.  82 

Agency  Reply:   Concur.   See  page  152. 

Require  changes  on  time  distribution  reports  to  be  clearly 

marked  and  initialed  by  the  person  making  the  changes.         82 

Agency  Reply:   Response  does  not  indicate  a  postion  on 
the  recommendation.   See  page  152. 
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Maintain  records  to  verify  that  all  employee  evaluations 
sent  out  are  completed,  returned,  and  filed  in  the 
appropriate  employee's  file.  83 

Agency  Reply:   Concur.   See  page  152. 

Require  that  employee  performance  evaluations  be  prepared 

annually.  83 

Agency  Reply:   Concur.   See  page  152. 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  the  Employment  Security 
Division  of  the  Department  of  Labor  and  Industry  as  of  June  30,  1977, 
and  the  related  statements  of  receipts  by  program  and  expenditures 
compared  with  obligational  authorities  for  the  fiscal  years  ended 
June  30,  1976  and  June  30,  1977.   Our  examination  was  made  in  accordance 
with  generally  accepted  auditing  standards  and  accordingly  included  such 
tests  of  the  accounting  records  and  such  other  auditing  procedures  as  we 
considered  necessary  in  the  circumstances.   We  did  not  examine  the 
federal  funds  balance  sheet  amounts  relating  to  CETA  activities  or  the 
columns  headed  Concentrated  Employment  and  Training  Act  on  the  state- 
ments of  receipts  by  program  and  the  statements  of  expenditures  compared 
with  obligational  authorities.   CETA  related  amounts  represent  at  least 
45  percent  of  the  total  assets  of  the  federal  funds  in  the  June  30,  1977 
balance  sheet.   The  cash  receipts  and  expenditures  relating  to  CETA 
programs  constitute  18.62  percent  and  18.32  percent  of  the  respective 
totals  for  fiscal  year  1976-77  and  18.44  percent  and  18.61  percent  for 
fiscal  year  1975-76.   CETA  related  receipts,  expenditures,  and  balance 
sheet  amounts  for  fiscal  year  1975-76  were  examined  by  other  auditors 
whose  reports  thereon  have  been  furnished  to  us,  and  our  opinion  ex- 
pressed herein,  insofar  as  it  relates  to  the  amounts  included  for  the 
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programs  described,  is  based  solely  upon  the  reports  of  the  other  auditors. 
Presently,  these  CETA  programs  are  being  audited  for  fiscal  year  1976- 
77,  by  other  auditors. 

It  was  not  practical  for  us  to  prepare  statements  of  changes  in 
fund  balances  for  ESD  for  the  fiscal  years  ended  June  30,  1976  and 
June  30,  197  7.   Presentation  of  such  statements  summarizing  the  divi- 
sion's changes  in  financial  position  is  required  by  Opinion  No.  19  of 
the  Accounting  Principles  Board. 

Accounts  receivable  from  other  states  representing  at  least  $394,700 
of  assets  are  not  included  on  ESD's  general  ledgers  or  in  the  trust  fund 
balance  sheet  for  June  30,  1977.   This  matter  is  discussed  further  on 
page  61  of  the  accompanying  report. 

ESD  classifies  accounts  receivable  as  current  if  they  are  considered 
collectible  and  suspended  if  ESD  has  determined  that  they  are  uncollectible. 
In  our  review  of  employer  contributions  and  overpayments  of  benefits 
accounts  receivable  classified  as  current  by  ESD,  we  found  that  the 
collection  of  a  significant  portion  of  the  accounts  was  doubtful.   It 
was  not  practical  for  us  to  determine  the  exact  dollar  amount  of  the 
doubtful  accounts  included  in  the  current  classification  in  the  federal 
funds  and  trust  fund  balance  sheets. 

Suspended  benefit  overpayment  accounts  receivable  of  $164,695  are 
listed  as  an  asset  on  ESD's  general  ledgers  and  on  the  federal  funds 
and  trust  fund  balance  sheets  for  June  30,  1977  resulting  in  an  over- 
statement of  assets.   Because  ESD  has  determined  these  receivables  to  be 
uncollectible,  they  should  not  be  included  on  the  balance  sheets  (see 
page  52  of  the  accompanying  report)  . 
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The  balance  of  employer  contributions  accounts  receivable  is  under- 
stated at  June  30,  1977.   As  discussed  on  page  55  of  this  report,  ESD 
does  not  promptly  prepare  delinquent  assessments  and  establish  accounts 
receivable  for  all  employers  who  do  not  submit  quarterly  contribution 
and  wage  report  forms  on  time.   In  addition,  due  to  problems  with  the 
employer  contributions  computer  system  a  number  of  accounts  receivable 
were  not  established  and  recorded  in  ESD's  general  ledger  or  on  the 
trust  fund  balance  sheet  for  June  30,  1977.   It  was  not  practical  for  us 
to  determine  the  exact  number  or  dollar  amount  of  these  accounts;  however, 
we  believe  the  total  amount  of  unrecorded  accounts  receivable  relating 
to  these  problems  may  be  material  to  the  trust  fund  balance  sheet. 

The  ESD  property  fund  balance  sheet  at  June  30,  1977  includes  a 
$224,777  note  payable  to  the  penalty  and  interest  program.   However,  the 
penalty  and  interest  program  in  the  federal  funds  balance  sheet  at  June 
30,  1977  does  not  show  an  account  receivable  for  this  amount.   This 
results  in  a  $224,777  understatement  of  assets  In  the  federal  funds 
balance  sheet. 

As  discussed  on  page  72  of  the  accompanying  report,  ESD  has  over- 
stated the  original  cost  and  accumulated  depreciation  of  the  building 
accounts  in  the  June  30,  1977  property  fund  balance  sheet  by  $387,527 
and  $30,129,  respectively.   As  a  result  of  these  errors,  notes  payable 
in  the  property  fund  balance  sheet  are  overstated  by  $377,000. 

When  ESD  incurred  costs  to  excavate  the  basement  of  the  central 
office  building,  they  capitalized  these  costs,  totaling  $31,962,  in  both 
the  land  and  building  accounts.   The  land  was  purchased  by  the  state  of 
Montana  in  1919  for  $1,000,  which  represents  the  proper  basis  of  the 
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land.   Accordingly,  ESD's  land  account  in  the  property  fund  balance 
sheet  is  overstated  by  $30,962. 

Although  we  did  not  audit  the  allowance  portions  of  the  CETA  programs, 
we  determined  that  accrued  liabilities  associated  with  CETA  contractual 
obligations  were  not  recorded  in  ESD's  general  ledger  or  on  the  federal 
funds  balance  sheet  at  June  30,  1977.   This  resulted  in  the  understatement 
of  liabilities  in  the  June  30,  1977  federal  funds  balance  sheet  of 
approximately  $1,770,000. 

The  liability  account  titled  "due  to  funding  source"  in  the  federal 
funds  balance  sheet  at  June  30,  1977,  includes  the  amount  of  unspent 
cash  in  the  penalty  and  interest  program.   The  penalty  and  interest 
program  consists  of  payments  from  employers  resulting  from  late  payment 
of  contributions  and  is  available  for  use  by  ESD.   It  is  not  a  liability 
to  a  funding  source.   Accordingly,  ESD  overstated  liabilities  in  the 
federal  fund  balance  sheet  by  $273,741  at  June  30,  1977. 

The  asset  account  titled  "due  from  funding  source"  in  the  trust 
fund  balance  sheet  at  June  30,  1977,  includes  an  amount  equal  to  the 
overexpended  balance  of  cash  in  the  UI  benefits  program.   Cash  in  the  UI 
benefits  account  represents  moneys  received  from  employers  for  the 
payment  of  UI  benefits.   An  overdraft  in  the  account  does  not  create  a 
receivable  from  a  funding  source.   Accordingly,  ESD  overstated  assets  in 
the  trust  fund  balance  sheet  by  $492,313  at  June  30,  1977. 

The  balance  of  employer  contributions  accounts  payable  is  under- 
stated on  the  trust  fund  balance  sheet  at  June  30,  1977.   This  results 
from  problems  with  the  employer  contributions  computer  system  which  did 
not  prepare  accounts  payable  documents  for  an  extended  period  during  the 
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fiscal  year  ended  June  30,  1977  (see  page  64  of  the  accompanying  report). 
The  balance  of  these  accounts  was  not  recorded  in  ESD's  general  ledger 
or  the  trust  fund  balance  sheet  at  June  30,  1977.   It  was  not  practical 
for  us  to  determine  the  dollar  amount  of  these  accounts;  however,  we 
believe  the  total  amount  of  unrecorded  accounts  payable  may  be  material. 

As  discussed  in  note  3  to  the  financial  statements,  ESD  maintains  a 
memorandum  account  of  accrued  annual  leave  in  the  general  ledger.   At 
June  30,  1977,  this  account  had  a  balance  of  $782,718.   Because  this 
account  is  adjusted  only  once  a  year,  and  due  to  problems  in  transferring 
costs  between  programs,  ESD  has  overstated  accrued  annual  leave  by 
$197,399  at  June  30,  1977. 

ESD's  statements  of  receipts  by  program  list  receipts  for  the 
unemployment  insurance  program  of  $26,603,512  for  fiscal  year  1975-76 
and  $29,240,000  for  fiscal  year  1976-77.   This  amount  represents  funds 
transferred  from  the  unemployment  insurance  trust  fund  to  ESD's  benefit 
payment  bank  account  for  payment  of  unemployment  benefits  during  each 
fiscal  year.   Actual  receipts  for  the  unemployment  insurance  program 
should  have  been  approximately  $18,056,000  for  fiscal  year  1975-76  and 
$24,619,000  for  fiscal  year  1976-77.   These  are  the  amounts  of  taxes  ESD 
collected  from  employers  during  each  fiscal  year  for  support  of  the 
unemployment  insurance  program.   This  results  in  a  $8,547,512  overstate- 
ment of  receipts  for  fiscal  year  1975-76,  and  a  $4,621,000  overstatement 
of  receipts  for  fiscal  year  1976-77  for  the  unemployment  insurance 
program. 

In  fiscal  year  1975-76,  ESD  failed  on  two  separate  occasions  to 
reflect  incoming  cash  in  the  cash  receipt  accounts  in  the  general  ledger. 
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Because  of  these  errors,  the  statement  of  receipts  by  program  is  under- 
stated by  $42,308  for  fiscal  year  1975-76. 

In  our  opinion,  because  of  the  effect  of  the  matters  discussed  in 
paragraphs  three  through  13  above,  the  federal  funds,  trust  fund,  and 
property  fund  balance  sheets  as  of  June  30,  1977,  do  not  present  fairly 
the  financial  position  of  the  Employment  Security  Division  for  the  year 
then  ended. 

Because  CETA  activities  were  not  included  in  the  scope  of  our 
examination  for  the  year  ended  June  30,  1977,  we  do  not  express  an 
opinion  on  the  columns  titled  Concentrated  Employment  and  Training  Act 
on  the  statements  of  receipts  by  program  and  expenditures  compared  with 
obligational  authorities  for  the  year  ended  June  30,  1977. 

In  our  opinion,  based  upon  our  examination  and  the  reports  of  other 
auditors,  which  reports  relate  to  CETA  activities  for  the  period  beginning 
July  1,  1975  and  ending  September  30,  1976,  because  of  the  matters 
discussed  in  paragraphs  15  and  16  above,  the  statements  of  receipts  by 
program  for  the  fiscal  years  ended  June  30,  1976  and  June  30,  1977,  with 
the  exception  of  the  column  titled  Concentrated  Employment  and  Training 
Act  for  the  fiscal  year  ended  June  30,  1977,  which  we  did  not  audit  (see 
paragraph  18  above) ,  do  not  present  fairly  the  receipts  by  program  for 
the  two  years  then  ended. 

In  our  opinion,  based  upon  our  examination  and  the  reports  of  other 
auditors,  which  reports  relate  to  CETA  activities  for  the  period  beginning 
July  1,  1975  and  ending  September  30,  1976,  the  statements  of  expenditures 
compared  with  obligational  authorities  for  the  fiscal  years  ended  June  30, 
1976,  and  June  30,  1977,  with  the  exception  of  the  column  titled  Concen- 
trated Emplojnuent  and  Training  Act  for  the  fiscal  year  ended  June  30, 
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1977,  which  we  did  not  audit  (see  paragraph  18  above),  present  fairly 
the  expenditures  compared  with  obligational  authorities  for  the  two 
years  then  ended,  in  conformity  with  generally  accepted  accounting 
principles  applied  on  a  basis  consistent  with  that  of  the  preceding 
year. 

The  accompanying  schedules  presented  on  pages  96-103  are  not  neces- 
sary for  a  fair  presentation  of  the  financial  statements  but  are  presented 
as  supplemental  information.   This  information  has  been  subjected  to  the 
tests  and  other  auditing  procedures  applied  in  our  examination  of  the 
financial  statements  (see  paragraph  1  which  describes  limitations  on  the 
scope  of  our  audit  work  concerning  CETA  activities),  and  in  our  opinion, 
except  as  described  in  the  preceding  paragraphs,  is  fairly  stated  in 
all  material  respects  in  relation  to  the  financial  statements  taken  as  a 
whole. 

Respectfully  submitted, 


Morris  L.  Brusett,  CPA 
Legislative  Auditor 


February  17,  1978 
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OBJECTIVE  OF  INTERNAL  CONTROL  REVIEW 

We  have  examined  the  financial  statements  of  the  Employment  Security 
Division  of  the  Department  of  Labor  and  Industry  for  the  periods  ending 
June  30,  1976  and  June  30,  1977  and  have  issued  our  report  thereon  dated 
February  17,  1978.   As  a  part  of  our  examination,  we  made  a  study  and 
evaluation  of  the  division's  system  of  internal  accounting  control  to 
the  extent  we  considered  necessary  to  evaluate  the  system  as  required  by 
generally  accepted  auditing  standards.   Under  these  standards  the  purposes 
of  such  evaluation  are  to  establish  a  basis  for  reliance  on  the  system 
of  internal  accounting  control  in  determining  the  nature,  timing,  and 
extent  of  other  auditing  procedures  that  are  necessary  for  expressing  an 
opinion  on  the  financial  statements  and  to  assist  the  auditor  in  planning 
and  performing  his  examination  of  financial  statements.   Because  the 
scope  of  our  review  did  not  include  a  review  of  CETA  funds  included  in 
the  division's  financial  statements,  we  did  not  review  internal  account- 
ing controls  relating  exclusively  to  CETA  transactions. 

The  objective  of  internal  accounting  control  is  to  provide  reasonable, 
but  not  absolute,  assurance  as  to  the  safeguarding  of  assets  against 
loss  from  unauthorized  use  or  disposition,  and  the  reliability  of  finan- 
cial records  for  preparing  financial  statements  and  maintaining  account- 
ability for  assets.   The  concept  of  reasonable  assurance  recognizes  that 
the  cost  of  a  system  of  internal  accounting  control  should  not  exceed 
the  benefits  derived  and  also  recognizes  that  the  evaluation  of  these 
factors  necessarily  requires  estimates  and  judgments  by  management. 

There  are  inherent  limitations  that  should  be  recognized  in  con- 
sidering the  potential  effectiveness  of  any  system  of  internal  accounting 
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control.   In  the  performance  of  most  control  procedures,  errors  can 
result  from  misunderstanding  of  instructions,  mistakes  of  judgment, 
carelessness,  or  other  personal  factors.   Control  procedures  whose 
effectiveness  depends  upon  segregation  of  duties  can  be  circumvented  by 
collusion.   Similarly,  control  procedures  can  be  circumvented  intention- 
ally by  management  with  respect  either  to  the  execution  and  recording  of 
transactions  or  with  respect  to  the  estimates  and  judgments  required  in 
the  preparation  of  financial  statements.   Further,  projection  of  any 
evaluation  of  internal  accounting  control  to  future  periods  is  subject 
to  the  risk  that  the  procedures  may  become  inadequate  because  of  changes 
in  conditions  and  that  the  degree  of  compliance  with  the  procedures  may 
deteriorate. 

Our  examination  of  the  financial  statements  made  in  accordance  with 
generally  accepted  auditing  standards,  including  the  study  and  evaluation 
of  the  division's  system  of  internal  accounting  control  for  the  periods 
ending  June  30,  1976  and  June  30,  1977,  that  was  made  for  the  purposes 
set  forth  in  the  first  paragraph  above,  would  not  necessarily  disclose 
all  weaknesses  in  the  system  because  it  was  based  on  selective  tests  of 
accounting  records  and  related  data.   However,  such  study  and  evaluation 
disclosed  conditions  that  we  believe  to  be  material  weaknesses  in 
the  internal  accounting  controls  established  by  the  division  and  the 
division's  compliance  with  these  controls.   We  discuss  these  weaknesses 
on  pages  1-83  of  this  report. 

The  conditions  discussed  on  pages  1-83  were  considered  in  determining 
the  nature,  timing,  and  extent  of  audit  tests  to  be  applied  in  our 
examination  of  the  financial  statements,  and  this  report  of  such  conditions 
does  not  modify  our  report  dated  February  17,  1977,  on  such  financial 
statements. 
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COMMENTS 

GENERAL 

The  Division  of  Employment  Security  within  the  Montana  Department 
of  Labor  and  Industry,  commonly  known  as  the  Employment  Security  Division 
(ESD) ,  was  created,  in  its  present  form,  by  Section  82A-1006,  R.C.M. 
1947,  of  the  Executive  Reorganization  Act  of  1971.   Section  82A-1007, 
R.C.M.  1947,  abolished  the  old  Employment  Security  Commission  and  trans- 
ferred most  of  its  functions  to  the  newly  created  division. 

The  division  is  comprised  of  three  bureaus:   the  Unemployment 
Insurance  Bureau,  which  handles  unemployment  benefit  payments  and  the 
unemployment  trust  fund;  the  Employment  Service  Bureau,  which  handles 
job  service,  job  referral,  testing  and  counseling,  and  training  programs; 
and  the  Administrative  Services  Bureau,  which  performs  service  functions 
for  the  other  bureaus.   Each  bureau  is  headed  by  a  deputy  administrator 
who  controls  all  sections  within  his  bureau.   The  division  administrator 
is  appointed  by  the  Commissioner  of  Labor  and  Industry. 

The  purpose  of  the  division  as  it  relates  to  the  payment  of  unemploy- 
ment benefits  is  stated  in  Section  87-102,  R.C.M.  1947,  which  provides 
for  "...  encouraging  employers  to  provide  more  stable  employment  and  by 
the  systematic  accumulation  of  funds  during  periods  of  employment  to 
provide  benefits  for  periods  of  unemployment  thus  maintaining  purchasing 
power  and  limiting  the  serious  social  consequences  of  poor  relief  assistance." 

ESD  is  financed  from  tax  contributions  made  by  Montana  employers 
and  from  money  received  from  the  federal  government.   The  division  spent 
$62,681,000  during  fiscal  year  1975-76  and  $63,372,000  during  fiscal 
year  1976-77  for  the  payment  of  benefits  to  unemployed  persons,  agency 
administration,  and  various  other  programs.   Our  audit  revealed  several 
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problems  in  the  operation  of  the  division.   A  discussion  of  these  matters, 
along  with  our  recommendations  is  presented  in  the  report  sections  that 
follow. 

Trust  Fund  Solvency 

The  Employment  Security  Division  had  an  outstanding  loan  of  $9,28A,089 
from  the  Unemployment  Trust  Fund  in  the  U.S.  Treasury  as  of  June  30, 
1977.   The  agency's  general  ledger  shows  a  cash  balance  in  the  Montana 
Unemployment  Insurance  Trust  Fund  of  $5,604,568  as  of  the  same  date. 

In  March  1978,  ESD's  administrator  informed  this  office  that  his 
current  projections  for  the  Montana  Trust  Fund  indicate  that  the  fund 
will  need  to  borrow  an  additional  $1,200,000  to  pay  current  unemployment 
benefits.   ESD's  projections  are  based  upon  the  current  contribution 
return  from  the  fourth  quarter  of  1977,  now  being  tabulated  and  benefit 
disbursements  consistent  with  current  economic  conditions,  weather 
conditions,  and  the  weekly  disbursements  from  the  Trust  Fund. 

The  following  schedule  shows  the  latest  projection  by  ESD  of  the 
Montana  Unemployment  Trust  Fund  cash  balance  and  the  balance  of  trust 
fund  loans  through  May  1978. 

Unemployment  Truac  Fund  Projection* 
February  1,  1978  through  May  31,  1978 

Trust  Fund  Loan  Payable, 

February  1,  1978  $  9,284,089 

Montana  Trust  Fund,  Cash  Balaaca, 

February  1,  1978  $4,069,000 

Projected  Deposits 

(February-March)  3,122,000 

Projected  Disbursements 

(February-March)  (8.391.000) 

Montana  Trust  Fund.  Cash  Balance 

(Projected),  March  31.  1978  (1,200.000) 

Trust  Fund  Loan, 

"^f':*'  19'8  1,200.000       1,200,000 

Projected  Deposits 

(April-May)  11,800,000 

Projected  Disbursements 

(April-May)  (5,200,000) 

Montana  Trust  Fund.  Cash  Balance 

(Projected).  May  31.  1978            $6.600.000 
Trust  Fund  Loan  Payable  

(Projected),  May  31.  1978  $10.484.089" 

*A11  amounts  contained  in  this  projection  were  supplied  by  the  Employment 
Security  Division. 
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Prior  Report  Recommendations 

In  our  previous  audit  report  on  ESD  for  fiscal  year  1974-75,  we 
made  79  recommendations  for  improvements  in  management  and  internal 
controls.   In  their  written  response  to  that  audit  report,  ESD  officials 
indicated  that  they  concurred  with  60  recommendations ,  partially  concurred 
with  1  recommendation,  were  studying  8  others,  and  did  not  concur  with 
10  recommendations.   In  response  to  our  audit  follow-up  questionnaire  in 
March  1977,  ESD  officials  indicated  they  had  implemented  43  recommen- 
dations, partially  implemented  18  recommendations,  and  had  not  imple- 
mented 18  recommendations. 

During  our  current  audit,  we  reviewed  the  prior  report  recommen- 
dations to  determine  whether  they  had  been  implemented.   We  found  that 
the  agency  has  implemented  29  recommendations,  has  partially  implemented 
12,  has  not  implemented  36,  and  2  are  no  longer  applicable.   Those 
recommendations  which  have  not  been  implemented  and  are  still  applicable 
are  discussed  in  the  appropriate  sections  of  this  report.   A  summary  of 
the  prior  report  recommendations  and  the  status  of  ESD's  implementation 
is  included  in  the  appendix  on  page  105. 
Questioned  Costs 

During  our  audit  of  ESD  we  found  certain  costs  which  we  considered 
to  be  questionable.   Included  in  these  costs  were  several  instances  of 
overexpenditures  of  program  obligational  authority  by  ESD.   ESD  officials 
indicated  that  several  of  these  programs  received  additional  obligational 
authority  prior  to  the  federal  fiscal  year  end  (September  30) .   These 
officials  believe  that  this  problem  is  inherent  in  the  federal  accounting 
system  (see  page  5)  and  that  they  may  exceed  obligational  authority 
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during  interim  quarters,  as  long  as  they  do  not  exceed  the  final  authority 
specified  in  the  annual  cost  plan. 

We  question  the  legitimacy  of  expending  funds  in  excess  of  currently 
awarded  obligational  authority  without  written  approval  from  the  U.S. 
Department  of  Labor.   A  detailed  schedule  of  questioned  costs,  totaling 
$594,561,  is  contained  on  page  104  of  this  report. 
DUPLICATE  ACCOUNTING  SYSTEMS 

ESD  currently  maintains  two  accounting  systems  for  the  agency. 
These  two  systems,  the  Statewide  Budgeting  and  Accounting  System  (SBAS) , 
and  the  State  Employment  Security  Agency  accounting  system  (provided  by 
the  U.S.  Department  of  Labor),  provide  much  of  the  same  information, 
although  system  reports  use  different  formats  to  present  information. 
Maintenance  of  these  duplicate  systems  creates  a  significant  amount  of 
extra  cost  to  ESD  and  extra  work  for  ESD  fiscal  section  personnel.   In 
addition,  maintenance  of  duplicate  systems  makes  it  difficult  for  ESD  to 
make  accounting  entries  on  a  timely  basis. 

Section  82-110,  R.C.M.  1947,  provides  that  "The  department  (of 
Administration)  shall  prescribe  and  install  uniform  accounting  and 
reporting  for  all  state  agencies...."  In  our  prior  report  we  recom- 
mended the  Department  of  Administration  and  ESD  establish  a  task  force 
to  review  the  two  systems  currently  in  use  at  ESD  and  determine  what 
alternatives  exist  for  eliminating  the  duplicate  accounting  systems. 
Department  of  Administration  officials  explained  that  some  work  was 
started  but  little  has  been  accomplished  because  of  limited  time  and 
other  commitments.   Since  this  is  a  significant  problem  we  restate  our 
prior  recommendation. 
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RECOMMENDATION 

We  recommend  that  the  Department  of  Administration  establish  a  task 
force  under  the  authority  granted  in  Section  82-110,   R.C.M.    1947, 
to  study  the  accounting  systems  currently  in  use  at  ESD  and 
provide  a  solution  for  the  current  duplication. 
STATE  EMPLOYMENT  SECURITY  AGENCY  ACCOUNTING  SYSTEM 

The  U.S.  Department  of  Labor  requires  that  all  state  employment 
security  agencies  submit  cost  accounting  reports  produced  by  the  federally 
sponsored  State  Employment  Security  Agency  (SESA)  accounting  system. 

Although  ESD  officials  consider  the  SESA  system  to  be  their  primary 
accounting  system,  we  found  that  it  is  inadequate  in  several  ways.   The 
SESA  system  is  a  program  cost  reporting  system,  not  an  agency  financial 
accounting  and  reporting  system.   The  objectives  of  the  two  types  of 
systems  are  not  the  same.   During  our  audit,  an  official  from  the  U.S. 
Department  of  Labor  explained  to  us  that  the  SESA  system  was  not  designed 
to  perform  as  an  agency  accounting  and  financial  reporting  system.   This 
suggests  that  ESD  is  expected  to  maintain  an  additional  accounting 
system.   However,  as  discussed  on  page  4,  maintaining  the  two  existing 
accounting  systems  creates  a  significant  duplication  of  effort,  since 
the  two  systems  are  not  integrated. 

During  our  audit  of  ESD  we  noted  several  problems  which  are  a 
result  of  ESD's  attempting  to  use  the  SESA  system  as  an  agency  accounting 
system.   These  problems  are  discussed  in  the  following  paragraphs. 

Routinely,  ESD  transfers  expenditure  and  revenue  transactions 
recorded  initially  in  a  fund  ledger,  to  a  new  or  different  fund  ledger. 
The  SESA  system  reports  cumulative  expenditures  or  "expenditures  to 
date."  The  cumulative  figures  often  consist  of  prior  year  and  current 
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year  expenditures.   When  these  expenditures  are  transferred  no  distinc- 
tion is  made  between  prior  year  and  current  year.   Thus,  the  expendi- 
tures appear  in  the  new  fund  ledger  as  if  they  were  current  year  expendi- 
tures.  Unless  these  transfers  can  be  controlled  to  distinguish  prior 
year's  revenue  and  expenditures  from  those  of  the  current  year,  it  is 
difficult  to  use  the  reports  generated  by  the  system  for  financial 
reporting  purposes. 

The  SESA  system  does  not  distinguish  between  revenue  and  transfers. 
When  moneys  are  transferred  from  one  fund  ledger  to  another  they  appear 
as  cash  receipts  in  the  new  fund  ledger,  although  the  moneys  had  pre- 
viously been  recorded  as  cash  receipts.   Generally  accepted  accounting 
principles  require  that  ESD  record  moneys  as  revenue  when  initially 
received  and  as  a  transfer  when  subsequently  recorded  in  another  fund 
ledger. 

The  SESA  accounting  system  manual  does  not  provide  for  the  capital- 
ization of  fixed  assets  in  accordance  with  generally  accepted  accounting 
principles  since  items  purchased  reflect  only  the  amount  of  cash  paid 
and  do  not  properly  reflect  the  value  of  trade-ins  (see  page  73) . 

"Obligational  authority"  as  stated  in  the  federal  system  reports 
does  not  represent  actual  "expenditure  authority"  or  "appropriation 
authority"  as  normally  found  in  governmental  accounting.   Obligational 
authority  represents  only  the  authority  currently  awarded  to  ESD.   There 
are  no  apparent  federal  restrictions  to  prevent  ESD  from  exceeding 
obligational  authority  as  ESD  often  exceeds  the  stated  obligational 
authority,  resulting  in  negative  balances.   These  negative  balances  are 
later  eliminated  when  further  obligational  authority  is  provided  by  the 
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Department  of  Labor.   This  procedure  renders  the  budgetary  accounts 
meaningless  as  a  control  over  expenditures.  We  also  noted  an  instance 
where  expenditures  were  charged  to  the  wrong  fund  ledger  because  no 
obligational  authority  was  available  in  the  proper  ledger.   Expenditures 
were  transferred  to  the  proper  fund  ledger  in  the  following  year,  thereby 
misstating  expenditures. 

When  federal  funds  are  received  by  ESD,  they  are  recorded  on  the 
SESA  system  as  a  liability  "Due  Funding  Source,"  which  indicates  that 
the  balance  of  the  funds  is  repayable  to  the  federal  government,  if  not 
expended.   Because  the  SESA  system  does  not  provide  a  separate  procedure 
for  recording  funds  received  that  are  not  subject  to  repayment  to  the 
federal  government,  the  unexpended  balances  in  the  Penalty  and  Interest 
and  the  U.I.  Benefits  programs  are  also  recorded  as  "Due  Funding  Source." 
However,  these  funds  are  not  repayable  because  they  are  received  from 
employers  and  from  the  state's  Unemplojrment  Trust  Fund.   This  deficiency 
in  the  SESA  system  results  in  the  overstatement  of  ESD's  liabilities. 

During  our  audit  period  the  SESA  system  did  not  contain  all  ESD 
transactions.   Many  accounts  receivable  balances  (i.e.,  employer  contri- 
butions, penalty  and  interest,  and  benefit  overpayments),  were  not 
included  in  the  general  ledgers.   Subsidiary  detail  ledgers  were  not 
maintained  on  the  system  to  support  many  general  ledger  balances. 

The  problems  noted  above  indicate  that  the  SESA  accounting  system 
does  not  provide  all  the  information  necessary  for  financial  reporting 
purposes.   Any  accounting  system  purported  to  provide  an  agency's  primary 
accounting  records  must  provide  all  financial  information  and  report  the 
accounting  activities  of  that  agency  as  a  whole.   ESD  should  use  SBAS  as 
its  primary  agency  accounting  system. 
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RECOMMENDATION 

We  recommend  that  ESD  use  SBAS  as  its  primary  agency  accounting 
system. 
BENEFIT  PAYMENT  BANK  ACCOUNTS 

In  our  previous  financial  audit  report  on  ESD,  we  discussed  the 
internal  controls  over  the  three  bank  accounts  which  ESD  utilizes  for 
payment  of  benefits  and  cash  clearing  prior  to  depositing  moneys  in  the 
Montana  Unemployment  Insurance  Trust  Fund  in  the  U.S.  Treasury. 

These  accounts  were  established  to  provide  a  method  of  withdrawing 

money  from  treasury  accounts  in  compliance  with  Section  87-113,  R.C.M. 

1947.   This  section  states,  in  part,  that: 

"The  division  shall  from  time  to  time  requisition  from  the  unemploy- 
ment trust  fund  such  amounts,  not  exceeding  the  amounts  standing  to 
this  state  account  therein,  as  it  deems  necessary  for  the  payment 
of  benefits  for  a  reasonable  future  period.   Upon  receipt  thereof 
the  treasurer  shall  deposit  such  moneys  in  the  benefit  account  and 
shall  issue  his  warrants  for  the  payment  of  benefits  solely  from 
such  benefit  account.   Expenditures  of  such  moneys  in  the  benefit 
account  and  refunds  from  the  clearing  account  shall  not  be  subject 
to  any  provisions  of  law  requiring  specific  appropriations  or  other 
formal  release  by  state  officers  of  money  in  their  custody." 

In  addition,  this  section  states  that: 

"(c)  All  warrants  issued  by  the  treasurer  for  payment  pursuant  to 
this  section  shall  bear  the  signature  of  the  treasurer  and  the 
countersignature  of  a  member  of  the  division  or  its  duly  authorized 
agent  for  that  purpose." 

Management  of  the  three  treasury  bank  accounts  by  ESD  results  in  a 
lack  of  internal  control  over  the  moneys  involved  and  duplication  of 
effort  between  state  agencies. 

Internal  control  over  these  moneys  is  limited  because  ESD  performs 
all  functions  relating  to  these  bank  accounts,  including  depositing 
funds,  writing  and  signing  checks  on  the  accounts,  and  performing  bank 
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reconciliations.  The  Treasury  Division  of  the  Department  of  Adminis- 
tration neither  reconciles  nor  controls  these  accounts  and  does  not 
receive  the  bank  statements  for  them.   Therefore,  the  Treasury  Division 
must  rely  on  ESD  to  provide  account  balances.   Having  the  Treasury 
Division  receive  the  bank  statements  and  reconcile  the  accounts,  would 
increase  control  over  the  moneys  involved. 

Duplication  of  functions  exists  relating  to  ESD  check  writing, 
signing,  mailing,  storage  and  control.   The  State  Auditor's  Office 
currently  maintains  centralized  systems  for  all  these  functions  in  the 
normal  warrant  writing  process.   If  ESD  used  state  warrants  for  all 
payments,  including  unemployment  insurance  benefits,  substantial  amounts 
of  ESD  staff  time,  which  is  now  spent  accounting  for  checks,  would  be 
free  to  use  in  other  areas  of  ESD's  agency  operations.   In  addition, 
certain  internal  controls  built  into  the  State  Auditor's  warrant  system 
and  not  currently  in  existence  at  ESD  would  enhance  control  and  protect 
ESD  payments.   ESD's  problems  relating  to  physical  control  of  checks  and 
blank  check  stock  (see  page  40) ,  check  writing  controls  (see  page  40) , 
accountability  for  the  number  of  checks  written  and  mailed  (see  page 
26) ,  and  control  over  the  check  signature  plates  (see  page  40) ,  would 
be  resolved  if  the  State  Auditor's  Office  prepared  and  signed  ESD's 
warrants  and  the  Treasury  Division  controlled  all  bank  accounts. 

We  realize  that  certain  problems  might  be  created  if  ESD  were  to 
use  the  regular  state  claim-warrant  process  for  making  benefit  payments. 
These  problems  include  the  loss  of  control  over  turn-around  time  for 
producing  warrants.   ESD  officials  should  work  with  the  Department  of 
Administration  to  overcome  this  and  other  problems.   Until  that  time, 
they  should  continue  to  process  their  own  payments.   In  any  case. 
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payments  should  be  made  on  state  warrants  instead  of  agency  checks  to 
facilitate  transfer  of  the  bank  accounts  to  the  custody  of  the  Treasury 
Division.   After  writing  the  warrants,  ESD  should  transfer  them  to  the 
State  Auditor  for  signing  and  mailing. 

In  order  to  provide  for  implementation  of  the  changes  discussed 
above,  legislation  would  be  necessary  amending  Section  87-113,  R.C.M. 
1947,  to  allow  the  use  of  state  warrants  signed  by  the  State  Auditor  for 
making  unemployment  insurance  benefit  payments. 

BECOMMENDATIOW 

'We  reoorrmend  that  ESD: 

1.  Adopt  the  use  of  state  warrants  signed  by  the  State 
Auditor  for  the  payment  of  unemployment  insurance 
benefits . 

2.  Transfer  control  of  all  existing  treasury  bank 
accounts  to  the  Treasury  Division  of  the  Department  of 
Administration. 

We  recommend  that  legislation  be  enacted  amending  Section  87-111, 
R.C.M.    1947,    to  allow  the  use  of  state  warrants  signed  by   the 
State  Auditor  for  payment  of  unemployment  insurance  benefits. 
EMPLOYER  CONTRIBUTIONS 

Payroll  tax  payments  submitted  by  employers  are  the  primary  source 
of  funding  for  the  unemployment  insurance  program  at  ESD.   These  receipts, 
including  related  penalty  and  interest  payments,  totaled  approximately 
$18,098,000  and  $24,662,000  in  fiscal  years  1975-76  and  1976-77,  respec- 
tively.  Our  testing  of  these  collections  included  a  review  of  ESD's 
processing  procedures  and  a  detailed  audit  of  184  ESD  employer  files. 
We  also  performed  field  audits  of  41  employers'  payroll  records  in 
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selected  areas  of  the  state.   The  following  sections  discuss  problems  we 
noted  during  our  review. 
Trust  Fund  Accounting 

In  our  financial  audit  report  on  ESD  for  the  fiscal  year  ended 
June  30,  1975,  we  recommended  that  ESD  transfer  all  accounting  functions 
relating  to  employer  tax  contributions  from  the  contributions  section  to 
the  fiscal  section.   This  transfer  was  recommended  because  the  fiscal 
section  has  the  expertise  necessary  to  correct  the  accounting  problems 
described  in  that  report.   This  recommendation  has  not  been  fully  implemented. 

Implementation  of  this  recommendation  will  require  changes  in  the 
basic  structure  of  the  contributions  section  at  ESD.   The  functions  of 
the  section  should  be  accumulating  information  supporting  employer 
contributions  and  making  the  associated  employer  contacts.   All  cash 
should  be  deposited  by  the  ESD  cashier's  office.   Deposit  tickets  should 
go  to  the  fiscal  section,  where  accounting  entries  to  record  the  revenue 
can  be  made.   Validated  tax  contributions  forms  should  go  to  the  contri- 
butions section  to  be  placed  in  the  employer's  file.   In  no  case  should 
the  contributions  section  have  control  over  employees  in  the  cashier's 
office  or  employees  making  accounting  entries. 

In  their  response  to  the  fiscal  year  1975  audit  report,  ESD  offi- 
cials stated  that  they  would  study  our  recommendation  in  an  effort  to 
develop  an  acceptable  solution.   ESD  officials  have  since  stated  that 
officials  from  the  Denver  regional  office  of  the  Department  of  Labor 
recently  conducted  a  study  of  Montana  ESD's  operations  relating  to  this 
area.   However,  we  discussed  that  study  with  an  official  from  the  regional 
office,  who  indicated  that  the  scope  of  the  study  did  not  specifically 
encompass  this  area.   He  also  stated  that  their  report  would  not  have 
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any  recommendations  regarding  the  transfer  of  the  functions  to  the 
fiscal  section. 

Because  several  of  the  accounting  and  internal  control  problems 
described  in  our  previous  report  have  not  been  resolved,  and  due  to 
additional  problems  described  in  the  following  pages,  we  again  make  the 
recommendation  that  ESD  transfer  the  accounting  functions  to  the  fiscal 
section. 

RECOMMENDATION 

We  veooirmend  that  ESD  transfer  control  of  all  accounting  functions 
relating  to  employer  tax  contributions  from  the  contributions 
section  to  the  fiscal  section. 
Cash  Controls 

ESD  received  cash  amounting  to  nearly  $24,700,000  from  employer 
contributions  in  fiscal  year  191b-n.      Total  cash  received  from  all 
sources  was  nearly  $63,000,000.   A  large  portion  of  this  cash  is  re- 
ceived through  the  mail.   It  is  essential  that  ESD  establish  and  main- 
tain the  security  of  the  cash  from  the  time  the  mail  arrives  until  the 
cash  is  deposited.  We  noted  several  serious  weaknesses  in  cash  controls 
in  the  employer  contributions  area,  many  of  which  are  similar  for  the 
other  cash  receipts  (see  page  40) .   Most  of  these  problems  were  also 
discussed  in  our  prior  audit  report. 

Presently,  ESD  does  not  adequately  control  cash  receipts  when 
received.   Immediate  control  over  the  cash  received  is  necessary  to 
assure  that  any  items  which  become  lost  or  misplaced  prior  to  deposit 
would  be  detected.   With  the  high  volume  of  cash  received  it  is  not 
practical  to  manually  list  each  item,  so  ESD  should  obtain  a  validation 
machine  which  would  place  a  number  and  the  pajnnent  amount  on  the  employer 
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contribution  report  and  the  check  and  also  record  each  receipt  and  the 
total  receipts  for  comparison  with  the  deposit  slip.   The  Workers' 
Compensation  Division  is  presently  using  such  a  machine. 

Checks  received  are  not  restrictively  endorsed  when  received  in  the 
mail.   Normally,  they  are  not  endorsed  until  the  following  day  when  the 
cashier  is  preparing  the  deposit.   Since  these  checks  are  not  restric- 
tively endorsed,  they  could  easily  be  stolen  and  negotiated.   On  one 
occasion  we  noted  more  than  $1,000,000  in  contribution  checks  were 
stored  in  the  cashier's  file  cabinet  for  nearly  two  weeks  during  the 
quarterly  rush  for  payment  of  contributions.   As  mentioned  in  our 
previous  report,  mail  containing  U.S.  Treasury  checks  is  received  and 
opened  by  the  person  who  requests  these  checks.   All  mail  containing 
checks  should  be  opened  in  the  mail  room  and  the  checks  should  be 
restrictively  endorsed  immediately. 

After  the  mail  is  opened,  checks  are  stapled  to  the  quarterly 
employer's  report  and  sent  to  various  persons  in  the  employer  contri- 
butions section  for  further  processing.   Officials  in  that  section 
indicated  that  they  must  receive  the  checks  because  the  wage  information 
from  the  report  is  input  on  the  computer  along  with  the  amount  of  the 
payment,  which  they  must  obtain  from  the  check.   If  the  validation 
machine  discussed  above  were  utilized,  the  checks  and  quarterly  reports 
could  be  sent  directly  from  the  mail  room  to  the  cashier  for  validation, 
the  validated  quarterly  reports  could  be  sent  to  the  contributions 
section  for  input,  and  the  checks  could  be  deposited.   This  would 
strengthen  control  over  the  cash  as  well  as  speeding  up  the  deposit  of 
the  cash. 
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The  timely  deposit  of  cash  is  required  by  Section  79-306(4),  R.C.M. 

1947,  and  Section  2-1210.22  of  the  Montana  Operations  Manual  which 

states  that: 

"All  monies  received  shall  be  deposited  either  with  the  State 
Treasury,  or  in  a  depository  approved  by  the  State  Treasury,  each 
day  when  the  accumulated  amount  of  coin  and  currency  requiring 
deposit  exceeds  $100  or  total  collections  exceed  $500.   In  any 
event,  all  monies  collected  shall  be  deposited  at  least  weekly." 

As  discussed  above,  we  have  noted  instances  when  cash  from  employer 

contributions  and  other  sources  has  been  held  by  ESD  for  several  days. 

The  normal  procedure  is  to  deposit  the  cash  on  the  day  following  receipt 

if  possible. 

The  immediate  deposit  of  cash  is  necessary  to  safeguard  the  cash 
and  to  maximize  the  interest  received  on  the  cash.   In  the  example 
cited,  if  the  $1,000,000  had  been  deposited  to  the  trust  fund  in  the 
U.S.  Treasury  at  an  interest  rate  of  5  percent  it  would  have  earned 
nearly  $140  a  day,  or  up  to  $2,000,  in  interest.   Over  the  period  of  a 
year,  the  interest  lost  would  be  significantly  greater  even  if  the 
deposits  are  only  made  the  day  after  receipt.   The  benefit  of  immediate 
deposit  more  than  justifies  the  expense  necessary  to  expedite  deposit 
procedures. 

The  failure  to  deposit  cash  immediately  also  necessitates  that 
adequate  facilities  be  maintained  to  safeguard  the  cash.   Presently,  the 
cashier  has  a  safe  for  that  purpose,  but  in  many  instances  it  will  not 
hold  all  the  cash,  so  the  cash  is  placed  in  a  file  cabinet.   The  combina- 
tion to  the  safe  is  not  changed  periodically,  so  unauthorized  persons 
could  have  access  to  the  safe.   Often  it  is  not  locked  during  the  day, 
even  when  those  persons  responsible  for  its  contents  are  absent. 
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Because  of  the  problems  discussed,  cash  controls  at  ESD  are  inade- 
quate.  ESD  should  take  immediate  measures  to  prevent  the  loss  or  misuse 
of  cash. 

RECOMMENDATION 

We  recommend  that  ESD: 

1.  Adopt  a  Gash  veoeipt  validation  system. 

2.  Restriativety  endorse  all  checks  received  in  the  mail 
room  before  sending  them  to  the  cashier. 

S.       Send  all  cash  received  along  with  employer  reports 

directly  from  the  mail  room  to  the  cashier  for  valida- 
tion. 

4.  Deposit  cash  in  compliance  with  Section  2-1210.22  of  the 
Montana  Operations  Manual. 

5.  Provide  adequate  facilities  for  the  safeguarding  of  all 
cash  when  it  must  be  retained  in  the  building. 

6.  Change  the  safe  combination  whenever  personnel  with 
knowledge  of  the  combination  terminate. 

Other  Controls 

During  their  review  of  employer  quarterly  reports  and  correspon- 
dence from  employers,  contributions  section  tax  examiners  often  make 
adjustments  and  error  corrections  on  the  reports.   Based  on  these  cor- 
rections the  employer's  liability  may  be  changed.   ESD  maintains  cor- 
respondence files  for  each  employer,  including  letters  requesting  that 
ESD  correct  wage  information  reported  in  error. 

We  noted  several  report  adjustments  made  by  tax  examiners,  during 
our  review  of  a  sample  of  the  reports.   However,  in  many  instances  we 
were  unable  to  find  any  documentation  for  the  change  and  we  could  not 
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determine  whether  these  adjustments  were  correct  or  authorized.   ESD 
should  document  all  adjustments  to  the  employer  reports  and  notify  the 
employer  if  these  adjustments  affect  his  liability. 

Each  employer  submits  a  list  of  each  employee's  quarterly  wages 
along  with  the  quarterly  report.   ESD  keypunches  this  wage  information 
for  entry  into  its  computer  files  for  use  by  the  benefits  section  in 
computing  benefit  payment  amounts  when  individuals  apply.   During  the 
process  the  computer  totals  the  wages  paid  by  each  employer.   At  times, 
this  total  does  not  match  the  total  on  the  employer's  quarterly  report, 
normally  due  to  addition  errors  by  the  employer.   ESD  has  adopted  a 
policy  of  not  correcting  errors  in  total  wages  detected  by  the  computer. 
In  one  case,  the  correct  wage  total  was  $2,000  greater  than  the  reported 
total,  thus  the  employer  had  underpaid  his  tax  by  $54. 

ESD  has  also  adopted  a  policy  of  not  correcting  any  errors  in 
contributions  of  less  than  $2.   ESD  officials  stated  that  this  policy 
was  necessary  due  to  budget  reductions  and  that  the  cost  of  correcting 
the  errors  exceeds  the  benefits. 

RECOMMENDATION 

We  recommend  that  ESD: 

1.  Maintain  records  to  adequately  document  that  corrections 
to  employer  reports  are  properly  authorized  and  reasonable. 

2.  Establish  reasonable  dollar  limits  for  follow-up  of  error 
corrections  on  employer  reports,    including  folloD-up  of 
addition  errors  in  employer  wage   listings. 

3.  Notify  employers  of  all  corrections  to  the  employer 
reports  that  affect  the  tax  liability. 
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Employer  Payroll  Records 

During  our  review  of  employer  contributions  we  audited  the  payroll 

records  of  41  employers  to  verify  the  information  on  quarterly  reports 

submitted  to  ESD.   We  noted  the  problems  listed  below  during  our  review. 

Wage  records  of  22  percent  of  the  employers  audited  did  not  agree 
with  the  quarterly  report  submitted. 

Several  employers  reported  and  paid  contributions  on  wages  paid  to 
individuals  in  excess  of  the  yearly  $4,800  maximum  for  taxable 
wages . 

Nearly  45  percent  of  the  employers  were  incorrectly  reporting  the 
numbers  of  employees  on  their  payroll  each  month. 

A  number  of  employers  who  paid  bonuses  to  employees  did  not  identify 
the  amount  of  the  bonuses  separately  on  their  reports. 

Some  employers  did  not  report  wages  on  a  cash  basis  as  required  by 
Section  87-149(c),  R.C.M.  1947. 

One  employer  paid  contributions  on  the  wages  of  over  20  CETA-PSE 
employees,  although  their  wages  were  exempt  from  taxation. 

In  two  instances  the  employer's  records  were  not  adequate  to  deter- 
mine the  amount  of  wages  paid,  thus  violating  ESD's  regulations 
which  require  employers  to  maintain  payroll  records  for  that 
purpose. 

The  problems  discussed  above  result  in  employers  paying  incorrect 
amounts  of  employer  contributions  and  cause  ESD  to  rely  on  incorrect 
data  as  to  the  number  of  persons  employed  at  a  given  time.   The  employ- 
ment data  is  used  in  determining  the  unemployment  rate,  which  directly 
affects  benefit  payments  under  some  federal  extended  benefit  programs. 

We  determined  in  our  discussion  with  these  employers  that  many  of 
these  errors  were  due  to  the  employer's  failure  to  understand  the 
instructions  on  the  quarterly  report.   Due  to  the  apparent  widespread 
misunderstanding  of  the  quarterly  report,  ESD  should  attempt,  through 
its  employer  audits  and  contacts  by  field  representatives,  to  explain  to 
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each  employer  the  proper  method  of  completing  the  quarterly  reports. 
Efforts  should  also  be  made  to  clarify  the  instructions  on  the  report. 

RECOMMENDATION 

We  recommend  that  ESD  revise  the  employer^ s  quarterly  report  to 
more  adequately  explain  the  information  required. 
PENALTY  AND  INTEREST 

Section  87-109(a) (1) ,  R.C.M.  1947,  which  deals  with  the  payment  of 
contributions  by  employers,  establishes  ESD's  authority  to  set  a  due 
date  for  contribution  payments  from  employers.   The  due  date,  as  estab- 
lished by  the  division,  is  described  in  the  Administrative  Rules  of 
Montana,  which  state  that: 

"Contribution  by  employers  shall  become  due  and  payable  quarterly 
for  each  calendar  quarter,  as  defined  in  Section  87-148(e),  on  or 
before  the  last  day  of  the  month  next  following  the  calendar 
quarter  for  which  contributions  have  accrued.   Each  quarterly 
payment  shall  include  contributions  with  respect  to  wages,  as 
defined  in  Section  87-149(c),  for  employment  for  all  pay  periods 
ending  within  the  calendar  quarter." 

This  due  date  is  disclosed  to  employers  in  a  bold  type  heading  on 
the  back  side  of  the  employer's  contributions  and  wage  report  form  (UI- 
5).   This  heading  indicates  that:   "Each  report  with  remittance  is  to  be 
submitted  on  or  before  the  last  day  of  the  month  immediately  following 
the  end  of  the  quarter  to  which  the  report  applies." 

Section  87-135,  R.C.M.  1947,  dealing  with  penalty  and  interest 
assessments  on  past-due  contributions,  provided  for  assessment  of 
penalties  of  $5  or  5  percent  of  the  unpaid  contributions,  whichever  is 
greater,  and  interest  at  the  rate  of  one-half  of  one  percent  per  month 
from  the  due  date  until  payment  was  received.   This  section  was  amended, 
effective  July  1,  1977,  to  increase  the  penalty  to  the  greater  of  $10  or 
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10  percent  and  to  increase  the  interest  rate  to  1  percent  per  month  or 
fraction  thereof. 

During  our  review  of  penalty  and  interest  procedures  and  ESD's 
compliance  with  the  above  regulations  we  noted  the  problems  discussed 
below. 

Penalty  and  Interest  Assessment 

ESD's  assessment  of  penalty  and  interest  on  delinquent  contri- 
butions was  inconsistent  during  fiscal  years  1975-76  and  1976-77. 
Policies  for  application  of  penalties  were  applied  differently  in 
similar  situations  and  policies  were  often  applied  inconsistently 
depending  on  which  employee  reviewed  the  report.   For  example,  during 
our  sample  testing  we  noted  an  instance  when  several  employers  submitted 
delinquent  payments  on  the  same  day.   Some  of  these  employers  were 
assessed  penalty  and  interest,  while  others  were  not.   In  other  cases, 
when  a  partial  payment  was  made,  no  penalty  or  interest  was  assessed  on 
the  balance  due. 

In  our  last  audit  report,  we  noted  that  ESD  was  allowing  a  grace 
period  through  the  first  Friday  following  the  14th  of  the  month  in  which 
contributions  were  due.   We  recommended  that  ESD  assess  penalty  and 
interest  as  prescribed  in  Section  87-135,  R.C.M.  1947.   ESD's  current 
policy  is  to  assess  penalty  and  interest  on  the  day  following  the  due 
date,  in  compliance  with  these  regulations.   The  policy  allows  five 
business  days  after  the  due  date  for  "constructive  receipt"  of  reports 
received  by  mail.   The  purpose  of  this  policy  is  to  avoid  the  excessive 
time  it  would  take  to  examine  each  postmark  to  determine  when  the  report 
was  mailed.   We  concur  with  this  policy  if  it  is  enforced  consistently. 
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The  allowance  of  a  grace  period  for  all  employers  more  liberal  than 
the  policy  stated  above  would  constitute  an  "abatement"  of  penalty  and 
interest.   Section  87-135,  R.C.M.  1947,  states  that  "when  failure  to  pay 
contributions  in  time  and  before  delinquency  was  not  caused  by  willful 
intent  of  the  employer  and  for  good  cause  shown,  the  division  may  abate 
the  penalty  for  late  filing  or  late  payment  or  both.   Interest  shall  not 
be  subject  to  abatement."   (Emphasis  added.)   Based  on  this  law,  abate- 
ments would  be  the  exception  rather  than  the  rule,  and  ESD  should  docu- 
ment the  reasons  for  the  abatement  in  the  employer's  file. 

RECOMMENDATION 

We  recommend  that  ESD  oonsistentty  apply  the  ouvrent  policy  for 
assessment  of  penalties  and  interest  and  dociment  all  abatements 
of  penalties  in  accordance  with  Section  87-125,   R.C.M.    1947. 
Application  of  Partial  Payments 

ESD  has  changed  its  method  of  applying  partial  payments  on  delin- 
quent accounts  several  times.   The  computer  system  for  recording  pay- 
ments received  reduces  the  penalty  amount  first  and  then  the  contri- 
bution and  interest  on  a  pro  rata  basis.   The  manual  system  reduces  the 
contribution  amount  first  and  then  the  penalty  and  interest. 

Agency  officials  stated  that  their  policy  on  the  manual  system, 
which  was  utilized  during  most  of  our  audit  period,  was  adopted  because 
many  employers  and  their  accountants  had  complained  that  charging  partial 
payments  against  the  penalty  first  caused  more  interest  to  be  accumulated 
on  the  remaining  contribution  balance.   The  computer  method  of  charging 
penalties  first  was  adopted  because  the  software  was  designed  that  way 
when  ESD  obtained  it. 
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The  penalties  and  interest  were  designed  as  incentives  to  the 
employer  to  report  and  pay  his  contributions  on  time.   ESD  should  use 
the  penalties  and  interest  as  such.   By  reducing  the  contribution 
balance  last,  ESD  causes  further  interest  to  accumulate  on  the  balance, 
unless  the  employer  pays  promptly. 

Application  of  payments  to  the  penalty  and  interest  portions  first 
would  have  additional  advantages  for  ESD.   This  method  would  simplify 
interest  computations,  ensure  that  the  penalty  and  interest  was  collected, 
and  maximize  the  amount  of  penalty  and  interest  collected  and  available 
to  fund  administrative  expenses  of  ESD. 

RECOMMEWATION 

We  veaommend  that  ESD  adopt  a  system  of  applying  payments  on 
delinquent  contribution  accounts  to  the  penalty  and  interest 
first  and  then  to  contributions  due. 
Accountability 

Section  87-135,  R.C.M.  1947,  states  that  "Interest  and  penalty 
collected  pursuant  to  this  subsection  shall  be  paid  into  the  unemploy- 
ment compensation  administration  fund."  When  revenue  from  contribu- 
tions, including  penalty  and  interest,  is  collected  and  recorded  on  the 
Statewide  Budgeting  and  Accounting  System  (SBAS) ,  the  penalty  and  interest 
revenue  is  not  distinguished  by  a  separate  revenue  code.   Because  the 
contribution  revenue  is  later  transferred  to  the  trust  fund  to  be  used 
for  payment  of  benefits,  while  penalty  and  interest  revenue  is  trans- 
ferred to  the  administration  fund,  ESD  must  be  able  to  identify  the  two 
types  of  revenue  by  source  in  order  to  transfer  the  proper  amounts. 

Because  of  the  current  condition  of  accounts  receivable  records 
(see  page  50),  it  is  difficult  to  determine  the  amount  received  from 
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penalty  and  interest.   In  one  instance,  ESD  was  forced  to  estimate  the 
amount  of  penalty  and  interest  collected  when  accounts  receivable 
records  did  not  balance. 

ESD  should  record  penalty  and  interest  revenue  under  a  separate 
SBAS  revenue  code,  so  that  it  can  be  distinguished  from  contributions 
and  correctly  transferred  to  the  administration  fund  in  compliance  with 
Section  87-135,  R.C.M.  1947. 
RECOMMENDATION 

We  vecoirmend  that  ESD  record  penalty  and  interest  revenue  under 
a  sepco'ate  SBAS  revenue  oode  to  provide  for  proper  transfer  to 
the  administration  fund  in  aooordanoe  with  Section  87-125^, 
R.C.M.    1947. 
UNEMPLOYMENT  BENEFIT  PAYMENTS 

ESD  made  federal  and  state  unemplojrment  benefit  payments  of  $42.3 
million  and  $41.3  million  for  the  fiscal  years  ending  June  30,  1976  and 
1977,  respectively.   These  amounts  include  payments  of  benefits  from  the 
Montana  Unemployment  Trust  Fund  and  payments  from  federally  funded 
unemployment  programs.   Benefit  payments  represented  approximately  67 
percent  of  total  ESD  expenditures  for  fiscal  year  1975-76  and  65  percent 
for  fiscal  year  1976-77.   During  our  review  of  benefit  transactions  we 
found  several  areas  where  procedures  and  controls  are  inadequate.   These 
problems  are  discussed  in  the  following  sections. 
Control  of  Claims  for  Benefit  Cards 

ESD  prepares  a  prepunched  deck  of  benefit  paycards  (form  203)  for 
weekly  claims  and  sends  them  to  the  claimant's  local  employment  office. 
Each  week  local  office  employees  send  the  claimant  a  203  card,  which  the 
claimant  must  sign  and  return  to  receive  benefits  for  that  week.   Local 
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office  employees  review  and  record  information  from  the  203  cards  in  the 
claim  files,  sign  the  203  cards,  and  record  the  payweek  and  paynumber  on 
the  card.   The  203  cards  are  then  forwarded  to  the  central  office  machine 
section.   The  machine  section  keypunches  the  payweek  and  paynumber  on 
the  card  and  uses  it  as  the  source  document  to  produce  a  benefit  check 
for  the  claimant.   Unused  203  cards  remain  in  the  claim  files  until  they 
are  used  or  the  claim  expires. 

In  our  review  of  local  office  claim  files  we  found  over  two  hundred 
203  cards  in  the  files,  representing  over  $16,000  in  potential  unemploy- 
ment payments.   Thirty-nine  of  the  cards  were  signed  by  both  the  claimant 
and  the  ESD  employee  who  receives  the  claim,  commonly  referred  to  as  the 
claimstaker.   Most  of  the  signed  cards  had  torn  corners  or  were  damaged 
in  some  manner.   However,  eleven  were  valid  documents  which  could  generate 
a  check. 

In  our  prior  audit  report,  we  noted  a  similar  situation.   The 
paycard  distribution  system  creates  a  serious  lack  of  internal  control. 
The  U.S.  Department  of  Labor  in  a  Comparative  Analysis  Action  Plan  for 
Unemployment  Insurance  Activities,  recommended  that  Montana  discontinue 
furnishing  prepunched  payorder  cards  in  decks.   The  U.S.  Department  of 
Labor  further  recommended  that  Montana  "mail  the  certification  (203 
card)  for  the  'next'  week  to  the  claimant,  along  with  the  (current) 
check"  and  the  claimant  would  return  the  203  card  directly  to  the  central 
office.   This  type  of  system  is  referred  to  as  a  "double  by-pass."  When 
the  203  card  is  sent  directly  to  the  claimant  but  is  returned  to  the 
local  office  the  system  is  a  "single  by-pass." 

Another  factor  which  weakens  internal  controls  over  the  203  cards 
presently  is  the  lack  of  a  change  of  address  audit.   If  a  claimant  dies 
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or  moves  out  of  state  and  there  are  unused  203  cards  in  his  file  the 
possibility  exists  for  an  employee  at  the  local  office  to  submit  a 
change  of  address  card  with  the  unused  203  card  and  have  a  check  prepared. 
The  change  of  address  audit  is  designed  to  detect  occurrences  of  this 
type  which  cannot  readily  be  detected  under  controls  presently  operating 
at  ESD. 

RECOMMENDATION 

We  recommend  that  ESD: 

1.  Adopt  the  single  by-pass  distribution  system  for  weekly 
payaards  and  consider  adopting  the  double  by-pass  system 
when  benefit  payment  computerization  is  completed. 

2.  Implement  a  change  of  address  audit. 
Benefit  Eligibility  Controls 

As  mentioned  in  the  prior  section,  when  the  203  card  is  received  in 
the  local  office  the  claimstaker  records  the  payweek  and  the  paynumber 
on  the  203  card.   This  information  is  keypunched  on  the  card  by  the 
machine  section  when  the  203  card  is  returned  to  the  central  office. 
ESD  uses  the  payment  number  to  determine  if  a  claimant  is  entitled  to 
further  payments.   In  our  review  of  benefit  payments  we  detected  one 
instance  where  a  claimant  who  was  eligible  for  13  weeks  of  benefits 
received  checks  for  14  weeks.   The  reason  for  the  overpayment  was  that 
payment  numbers  were  duplicated.   In  our  review  of  benefit  payments  we 
noted  several  additional  instances  where  the  payment  numbers  were  double 
counted,  omitted,  or  out  of  sequence. 

RECOMMENDATION 

We  recommend  that  ESD  implement  edit  procedures   to  ensure  that 
payment  numbers  are  consecutive  and  are  not  duplicated. 
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Inadequate  Safeguarding  of  Benefit  Checks 

The  U.S.  Department  of  Labor  has  established  guidelines  providing 
that  claimants  receive  their  benefit  checks  within  specified  time  periods. 
Because  of  these  guidelines  ESD  officials  explained  that  every  effort  is 
made  to  prepare  and  mail  the  checks  the  same  day  the  203  paycards  are 
received.   Occasionally  delay  occurs  requiring  ESD  to  hold  benefit 
checks  overnight. 

During  our  audit,  we  noted  one  instance  where  over  2,500  completed, 
signed  benefit  checks  totaling  over  $195,000  were  stored  overnight  in  an 
unlocked  file  cabinet.  This  consititutes  a  serious  internal  control 
weakness.  ESD's  checks  are  stored  in  a  file  cabinet  next  to  a  fireproof 
safe.  There  is  not  room  in  the  safe  for  the  checks  because  supplies  are 
stored  in  the  safe.  The  checks  should  be  protected  by  maximum  security 
controls  available  in  order  to  reduce  the  risk  of  loss. 

RECOMMENDATION 

We  veoommend  that  ESD  properly  safeguard  benefit  aheoka  by  looking 
them  in  the  safe. 
Duplicate  Benefit  Payments 

In  our  prior  audit  report  we  noted  delays  in  detecting  duplicate 
benefit  payments.   At  that  time,  an  official  in  the  data  processing 
section  told  us  that  a  monthly  listing  of  duplicate  payments  is  generated 
by  the  computer.   The  time  delay  between  the  payment  and  detection  by 
ESD  makes  it  difficult  for  ESD  to  collect  the  overpayments.   In  many 
cases,  the  claimant  is  no  longer  drawing  benefits  when  the  overpayment 
is  detected,  so  ESD  cannot  collect  the  money  by  offsetting  benefit 
payments . 
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In  our  prior  report  we  recommended  that  the  ESD  data  processing 
section  provide  the  accounts  receivable  clerk  a  daily  listing  of  dupli- 
cate payments  listed  on  the  computer  file  to  increase  the  possibility  of 
collection  from  the  claimant.   During  work  on  our  current  audit  we 
determined  that  ESD  has  not  implemented  our  prior  recommendation.   The 
data  processing  section  is  preparing  monthly  listings. 

RECOMMENDATION 

We  vecorrmend  that  ESD  establish  procedures  requiring  daily   listing 
of  all  duplicate  payments  by  the  data  processing  section  and 
immediate  investigation  of  those  payments  by  the  accounts  receivable 
cler'k. 
Control  of  Prepared  Checks 

In  our  review  of  the  processing  of  benefit  checks  we  noted  that  ESD 
does  not  have  a  number  control  system  over  prepared  checks.   The  counter 
on  the  checksigning  machine  does  not  record  an  accurate  count  of  the 
number  of  checks  signed.   The  employee  who  runs  the  stuffing  machine 
which  stuffs  the  checks  in  the  envelopes  has  a  count  of  the  number  of 
checks  stuffed  but  she  said  there  was  no  comparison  made  of  the  total 
checks  signed  and  stuffed  to  the  total  number  of  checks  written.   We 
noted  a  similar  problem  in  our  prior  audit  report. 

This  represents  a  serious  weakness  in  the  control  system  for  ESD 
benefit  checks.   Each  check  is  processed  by  at  least  three  sections  at 
ESD.   The  data  processing  section  writes  the  checks;  the  cashier's 
office  processes  the  checks  through  the  checksigning  machine;  and  the 
benefits  section  stuffs  the  checks  in  envelopes  and  mails  them. 

In  order  to  maintain  adequate  control  over  blank  check  stock  and 
prepared  checks,  ESD  should  establish  a  number  control  system  over 
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checks  when  they  are  issued  to  the  data  processing  section.   Accurate 
machine  counts  of  the  checks  should  be  made  each  time  a  different  section 
assumes  control  of  the  checks  and  any  differences  promptly  reconciled. 
This  would  provide  a  record  of  the  checks,  at  what  point  checks  were 
misplaced,  and  would  facilitate  locating  misplaced  checks. 

RECOMMENDATION 

We  recommend  that  ESD  establish  a  number  control  and  account- 
ability system  for  checks  being  processed  through  the  agency. 
ESD  FRAUD  CONTROL  PROGRAM 

In  our  prior  audit  report,  we  commented  on  the  ESD  fraud  control 
program.   In  that  report  we  noted  ESD  was  implementing  the  recommen- 
dations made  by  the  Governor's  Office  to  improve  the  fraud  control 
program.   Due  primarily  to  those  changes,  we  noted  significant  improve- 
ments in  the  fraud  control  program  for  fiscal  years  1975-76  and  1976-77. 

Montana  led  all  states  in  the  Denver  region  in  the  number  of  fraud 
cases  referred  for  prosecution  in  1977.   Of  1,085  cases  in  the  region, 
Montana  referred  950  cases,  or  87  percent,  for  prosecution.   Montana's 
30  percent  conviction  rate  also  exceeded  the  28  percent  average  regional 
percentage  for  convictions. 

However,  during  our  review  of  the  fraud  control  program  we  noted 
several  areas  which  could  be  improved.   As  noted  on  page  23  of  this 
report,  ESD  does  not  currently  perform  a  change  of  address  audit.   Such 
an  audit  would  improve  the  overall  fraud  control  program.   Other  areas 
for  improvement  are  discussed  in  the  following  sections. 
Internal  Stop-Pay  System 

The  stop-pay  system  is  a  method  to  prevent  a  benefit  check  from 
being  issued.  When  there  has  been  an  overpayment,  a  stop-pay  card  is 
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prepared  and  sent  to  the  machine  room.   The  stop-pay  card  alerts  the 
printer  not  to  complete  the  claimant's  check  in  order  to  prevent  further 
overpayments. 

We  noted  several  instances  where  the  internal  stop-pay  system  has 
not  properly  functioned.   In  these  instances  the  stop-pay  cards  were 
inadvertently  misplaced  or  lost  and  a  check  was  issued  to  the  claimant. 
The  internal  stop-pay  system  is  a  vital  control  feature  to  prevent 
overpayments.   ESD  should  ensure  the  system  is  properly  functioning. 

RECOMMENDATION 

We  recommend  that  ESD  review  procedures   to  ensure  the  internal 
stop-pay  system  is  functioning  property  at  all  times. 
Interstate  Claims  Investigation 

Information  concerning  interstate  claimants  drawing  benefits  paid 
by  other  states  is  maintained  by  the  ESD  local  office  where  the  claimants 
file  their  claims.   There  is  no  record  of  these  claims  in  the  central 
office,  which  creates  two  conditions  where  fraud  might  occur.   The  first 
condition  concerns  claimants  who  are  drawing  benefits  from  another  state 
while  they  are  employed  in  Montana.   In  this  instance,  the  central 
office  would  have  a  record  of  the  claimant's  Montana  wages  from  the 
employer's  quarterly  reports  but  would  have  no  record  of  benefits  the 
claimant  was  receiving  from  another  state. 

The  second  condition  would  be  where  a  claimant  filed  for  interstate 
benefits  in  one  Montana  local  office  and  filed  for  Montana  benefits  in  a 
different  office.   Assuming  the  claimant  had  enough  wage  credits  in  each 
state,  he  could  draw  benefits  from  both.   The  central  office  would  have 
no  records  to  detect  the  fraud. 
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If  the  central  office  had  the  social  security  numbers  of  those 
claimants  filing  interstate  claims,  frauds  of  this  nature  could  be 
easily  detected  with  minimal  additional  effort  under  cross-match  pro- 
cedures currently  in  use  at  ESD. 

These  cross-match  procedures  are  required  by  the  Employment  Security 

Manual.   Part  V,  Section  5678,  of  the  manual  states,  in  part,  that: 

"The  following  should  be  adopted  as  a  minimum  fraud  investigation 
program  for  interstate  benefits  .... 

"C.  Special  periodic  checks  should  be  made  with  respect  to  avail- 
ability and  unreported  earnings  of  those  interstate  claimants  who 
regularly  have  an  opportunity  for  part-time  earnings,  or  are  in 
demand  occupations  in  the  current  labor  market... 

"D.  A  sample  check  should  be  conducted  at  least  once  every  year  to 
determine  whether  any  claimants  are  concurrently  drawing  benefits 
from  the  agent  State  and  some  liable  State." 

ESD  should  implement  these  procedures  as  required  by  the  Employment 
Security  Manual  in  order  to  detect  fraud  cases  connected  with  interstate 
claims. 

RECOMMENDATION 

We  recommend  that  ESD  obtain  the  name  and  sociat  aeawnty  number  of 
those  otaimants  reoeiving  interstate  benefits  and  include  those 
olaimants  in  current  cross-match  ^procedures. 
LOCAL  OFFICE  PROCEDURES 

ESD  currently  has  local  employment  service  offices  in  23  locations 
around  the  state.   These  offices  perform  many  functions  related  to 
overall  agency  operations  including  claimstaking,  job  listing  and 
referrals,  and  testing  and  counseling  services.   The  local  offices 
handle  virtually  all  claimant  contacts  made  by  the  division.   Our  audit 
included  a  review  of  procedures  at  selected  local  offices.   Areas  where 
we  noted  problems  are  discussed  in  the  following  sections. 
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Claim  Files 

During  our  review  at  the  local  offices  we  were  unable  to  locate 
several  claim  files,  and  ESD  employees  could  not  locate  these  claim 
files  or  determine  their  disposition.   A  similar  problem  in  locating 
claim  files  was  noted  in  our  prior  report. 

Because  these  claim  files  contain  documentation  of  a  claimant's 
application  for  benefits,  contacts  with  the  agency,  and  payments  made  to 
the  claimant,  they  should  be  adequately  controlled  and  accounted  for. 
In  order  to  accomplish  this  there  should  be  a  checkout  system  which 
allows  all  employees  to  locate  a  file  or  determine  its  disposition  with 
minimum  effort. 

RECOMMENDATION 

We  veaommend  that  ESD  establish  a  local  office  claim  file  checkout 
system  which  allows  all  employees  to  locate  a  file  ov  determine 
its  disposition  with  minimum  effort. 
Local  Office  Hours 

During  our  visit  to  one  local  office  we  noted  the  office  was  virtually 
deserted  during  the  noon  hour.   We  observed  two  employees  in  the  building, 
in  addition  to  those  in  the  basement  lunch  room.   There  was  one  employee 
on  each  of  the  first  two  floors  of  the  building.   The  third  floor  where 
the  WIN  and  CETA  programs  are  located  was  locked.   A  sign  on  the  door 
indicated  the  offices  were  closed  for  the  lunch  hour. 

Section  59-510,  R.C.M.  1947,  requires  that  state  offices  which 
serve  the  public  shall  be  open  from  8:00  a.m.  through  5:00  p.m.  on 
regular  working  days.   By  having  only  two  employees  at  their  desks 
during  the  noon  hour  in  one  of  the  largest  offices  in  the  state,  ESD  is 
not  fully  in  compliance  with  the  intent  of  this  law. 
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Many  persons  must  travel  considerable  distances  to  obtain  the 
services  of  ESD.   With  a  staff  of  55  employees,  the  office  in  question 
could  operate  on  a  staggered  lunch  hour.   In  this  manner  they  could 
provide  the  public  with  necessary  services  in  accordance  with  the  intent 
of  Section  59-510,  R.C.M.  1947. 

RECOMMENDATION 

We  reoommend  ESD  local  offices  remain  open  from  8:00  a.m.    to 
5:00  p.m.   in  aomplianae  with  state  law. 
Claimstakers  Signing  Forms 

During  our  review  of  claim  files  at  ESD  local  offices,  we  found 
several  instances  where  claimstakers  were  not  signing  203-M  documents 
prepared  by  claimants.   The  203-M  evidences  the  report  of  a  week  of 
unemployment  by  the  claimant.   It  is  used  when  a  prepunched  203  card  for 
the  claimant  is  not  available  at  the  local  office.   When  a  prepunched 
203  is  received,  the  information  is  transferred  and  the  claimstaker 
makes  a  reference  on  the  203  in  the  space  for  "Claimant  Signature"  that 
a  certified  203-M  is  in  the  claim  file.   Section  525.13  of  the  ESD 
Operations  Manual  requires  that  the  claimstaker  sign  and  date  the  docu- 
ment for  authenticity.   The  203-M  is  an  essential  part  of  the  claim 
process  and  significant  reliance  is  placed  upon  it.   Local  office 
employees  should  be  instructed  to  sign  the  203-M  as  required  by  the  ESD 
Operations  Manual. 

RECOMMENDATION 

We  recommend  that  ESD  local  office  employees  he  required  to  sign 
all  202-M  documents  as  required  by   the  ESD  Operations  Manual. 
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RECORDS  MANAGEMENT 

ESD  utilizes  a  variety  of  different  forms  and  documents.   The 
variety  of  forms  combined  with  the  number  of  claimants  in  different 
programs  results  in  a  tremendous  number  of  individual  records .   During 
our  review  we  noted  several  problems  in  ESD's  records  management  pro- 
cedures.  These  problems  are  discussed  in  the  following  report  sections. 
Missing  Paycards 

As  discussed  on  page  22,  the  paycard — form  203 — is  the  document 
submitted  by  the  claimant  requesting  a  benefit  check.   Section  525.03  of 
the  ESD  Operations  Manual  states  in  part  "...  a  benefit  check  is  issued 
only  upon  the  authority  of  a  certified  and  qualified  UI-203." 

During  our  review  of  benefit  payments,  in  22  instances  we  were 
unable  to  locate  203  cards.  We  requested  the  assistance  of  an  ESD 
official  and  he  too  was  unable  to  locate  the  missing  paycards.   We  were 
informed  that  the  203 's  were  on  microfilm.   We  found  the  microfilm 
records  stored  in  a  shoe  box  with  several  reels  of  film  missing.   The 
person  maintaining  these  records  did  not  know  where  to  locate  the  missing 
microfilm. 

The  missing  203 's  disclose  a  serious  internal  control  weakness. 
Without  the  203 's  there  is  no  record  that  the  benefit  payments  were 
authorized.   Procedures  should  be  sufficient  to  ensure  that  the  location 
of  these  records  is  always  determinable. 

RECOMMENDATION 

We  veoorrmend  that  ESD  implement  records  management  procedures 
sufficient  to  ensure  that  the   location  of  paycards  is  always 
determinable. 
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Microfilming  Benefit  Checks 

ESD  presently  stores  canceled  checks  at  the  central  office  for 
approximately  one  year.   After  this  time,  the  checks  are  microfilmed  by 
the  Department  of  Administration,  Records  Management  Bureau.   The  canceled 
checks  are  then  stored  at  the  records  retention  center  and  the  microfilm 
is  sent  to  ESD.   As  noted  in  the  prior  section,  we  encountered  problems 
in  locating  microfilm  records  at  ESD.   From  discussions  with  employees 
we  noted  these  microfilm  records  are  not  used.   This  was  evidenced  by 
the  condition  of  these  records. 

Section  1-1390.30  of  the  Montana  Operations  Manual  (MOM),  in  the 
General  Records  Retention  Schedule,  provides  for  canceled  and  voided 
checks  to  be  retained  for  a  total  of  five  years — three  years  by  the 
agency  and  two  years  at  the  state  records  center. 

Although  Section  93-801-5,  R.C.M.  1947,  provides  that  microfilm 
records  are  admissible  as  evidence  in  court,  the  absence  of  the  original 
check  could  present  problems  in  prosecuting  fraud  cases  because  hand- 
writing experts  need  the  original  document  to  testify  on  forgeries. 

By  storing  the  checks  for  only  one  year,  ESD  is  not  complying  with 
the  General  Records  Retention  Schedule  provided  by  Section  1-1390.30, 
MOM.   The  costs  incurred  to  microfilm  the  canceled  checks  are  of  question- 
able benefit  because  employees  cannot  locate  and  are  not  using  the 
microfilm.   ESD  and  the  Records  Management  Bureau  of  the  Department  of 
Administration  should  evaluate  the  need  to  microfilm  the  canceled  checks. 

RECOMMENDATION 

We  vecowmend  that  ESD: 

1.       Comply  with  the  General  Records  Retention  Schedule 

provided  by  Section  1-1390. ZO  of  the  Montana  Operations 

Manual  as  it  relates  to  the  retention  of  canceled  checks. 
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2.        Work  with  the  Records  Management  Bureau  of  the  Department 
of  Administration  to  evaluate  the  need  to  microfilm  the 
canceled  benefit  checks. 
Filing  Continued  Interstate  Claim  Documents 

Special  filing  forms  are  required  for  claimants  whose  benefit 
payments  are  made  by  another  state.   These  forms  (IB-2)  are  necessary 
for  Montana  to  maintain  adequate  control  over  payments  to  out-of-state 
claimants. 

During  our  review  of  benefit  payment  transactions,  we  noted  that 
IB-2  forms  are  filed  in  chronological  order.   This  filing  system  makes 
it  difficult  to  locate  a  particular  form  for  an  individual  claimant.   We 
noted  a  similar  problem  in  our  prior  report. 

In  order  to  provide  reasonable  access  to  the  documentation  sup- 
porting interstate  benefit  pajrments  and  to  ensure  that  IB-2  forms  are 
not  lost,  ESD  should  file  the  forms  in  individual  claim  files.   These 
forms  represent  the  claimant's  request  for  payment  and,  as  such,  they 
should  be  adequately  safeguarded. 
RECOMMEmATIOl^ 

We  reoommend  that  ESD  file  continued  interstate  claim  documents 
in  the  appropriate  individual  claim  file. 
Filing  System 

The  present  filing  system  in  the  employer  contributions  section  is 
inefficient.   Five  basic  types  of  employer-related  documents  are  main- 
tained in  that  section.   The  employer's  quarterly  wage  report  (UI-5)  and 
the  quarterly  wage  listing  (UI-5a)  are  each  filed  in  separate  computer 
"batches,"  as  they  were  input  on  the  computer  system.   Correspondence 
from  employers  is  maintained  in  separate  employer  files  by  employer 
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number.   Debit  and  credit  memos  relating  to  employers'  contributions  are 
filed  separately  in  chronological  order. 

In  order  to  locate  quarterly  reports  or  wage  listings  it  is  necessary 
to  access  the  computer  data  for  that  employer  to  determine  the  batch 
number.   Then  the  document  must  be  located  in  a  batch  of  up  to  100 
reports  for  different  employers.   Debit  and  credit  memos  are  difficult 
to  locate  unless  the  date  on  which  they  were  written  or  the  date  paid  is 
known. 

Prior  to  fiscal  year  1975-76  most  employer  contributions  documents 
were  filed  together  in  order  by  the  employer  number,  which  is  common  to 
all  the  documents.   Officials  in  the  contributions  section  stated  that 
this  was  no  longer  possible  due  to  the  lack  of  adequate  staff. 

During  our  review  we  noted  that,  due  to  the  inefficiency  of  the 
present  filing  system,  an  excessive  amount  of  time  is  spent  attempting 
to  locate  employer  documents.   Tax  examiners  and  other  employees  often 
spend  30  minutes  or  more  trying  to  locate  one  report.   Thus,  much  of  the 
time  these  employees  should  be  spending  on  their  own  normal  duties  is 
spent  locating  docioments  in  the  files.   Time  saved  by  not  filing  docu- 
ments in  a  more  logical  manner  is  lost  trying  to  locate  the  same  docu- 
ments later.   ESD  should  adopt  a  more  logical  and  efficient  filing 
system  for  employer  contribution  documents. 

RECOMMENDATION 

We  recommend  that  ESD  adopt  a  more  efficient  system  for  filing 
contribution  documents. 
WORK  INCENTIVE  PROGRAM 

The  Work  Incentive  Program  (WIN)  is  administered  jointly  by  the 
U.S.  Secretary  of  Labor  and  the  U.S.  Secretary  of  Health,  Education  and 
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Welfare.  To  be  eligible  for  WIN,  an  individual  must  be  receiving  aid  to 
families  with  dependent  children  benefits.  The  WIN  program  assesses  the 
recipient's  employment  potential  and  suitability  for  participation  in  a 
WIN  component.  Through  the  various  WIN  components,  individuals  have  the 
opportunity  to  develop  basic  education  skills  and  work  habits,  practice 
skills  learned  in  classroom  training,  and  acquire  on-the-job  experience. 
With  these  skills,  the  participants'  job  opportunities  are  increased. 

Expenditures  made  by  ESD  for  the  Work  Incentive  Program  were  $475,000 
in  fiscal  year  1975-76  and  $624,000  in  fiscal  year  1976-77.   The  following 
sections  discuss  problem  areas  we  noted  during  our  review. 
Purchasing 

ESD  purchases  items  such  as  car  batteries  and  tires  for  partici- 
pants in  WIN.   These  items  are  purchased  so  that  participants  may  have 
reliable  transportation  to  get  to  their  jobs  and  classes  each  day.  We 
determined  that  ESD  local  offices  were  not  using  state  purchasing  pro- 
cedures to  buy  these  items  for  WIN  participants. 

Under  the  purchasing  process  used  by  ESD,  the  participant  must  get 
three  bids  on  the  item  to  be  purchased,  and  then  ESD  will  purchase  the 
item  at  the  lowest  bid.   State  purchasing  has  auto  parts  suppliers  in 
all  of  the  larger  Montana  cities.   Our  prior  ESD  audit  report  contained 
a  limited  analysis  of  purchases  of  car  batteries  by  ESD.   The  results 
revealed  that  ESD  could  have  saved  money  if  they  had  used  state  purchasing 
suppliers. 

In  order  to  make  the  best  use  of  available  WIN  money,  ESD  should 
use  state  purchasing  suppliers  whenever  possible  to  make  purchases  for 
program  participants. 
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RECOMMENDATION 

We  recommend  that  ESD  use  state  purahaeing  suppliers  whenever 
possible  to  purchase  items  for  WIN  participants. 
Multiple  Checks  to  Participants 

ESD  makes  payments  to  participants  in  WIN  twice  a  month.   In  most 
cases,  payments  requested  by  each  participant  for  the  pay  period  are 
broken  down  into  appropriate  expense  categories  on  one  claim  form.   When 
ESD  processes  these  claims,  a  separate  check  is  written  for  each  expense 
category  applicable  to  each  participant.   We  determined  that  this  pro- 
cedure resulted  in  the  preparation  of  approximately  5,400  additional 
checks  a  year  by  ESD. 

In  order  to  provide  for  efficient  and  economical  operations  at  ESD 
and  to  provide  additional  control  over  payments  made  to  WIN  partici- 
pants, ESD  should  write  only  one  check  to  each  claimant  per  pay  period. 
Journal  entries  should  be  used  to  distribute  the  payment  amount  to  the 
proper  programs  and  expenditure  codes.   This  procedure  of  preparing 
multiple  checks  for  participants  was  discussed  in  the  prior  audit  report 
for  fiscal  year  1974-75. 

RECOMMENDATION 

We  recommend  that  ESD  prepare  only  one  check  to  each  WIN  partici- 
pant per  pay  period  and  use  journal  entries  to  distribute  the 
payment  amount  to  the  proper  programs  and  expenditure  codes. 
Payment  Authorizations 

During  our  review  of  authorizations  for  WIN  program  payments,  we 
found  two  instances  where  approval  of  WIN  payments  was  made  before  the 
end  of  the  appropriate  pay  period.   These  payments  were  for  incentive 
allowances  and  training-related  expenses.   Training-related  expenses  may 


-37- 


be  advanced  under  certain  conditions,  but  advances  may  not  be  made 
against  incentive  allowances. 

The  WIN  Operations  Manual  instructs  WIN  team  members  to  sign  and 
date  the  payment  authorizations  but  states  that  "the  date  may  not  be 
prior  to  the  ending  date  of  the  training  payment  period  for  which  the 
request  is  made."  In  the  two  cases  mentioned  above,  incentive  allow- 
ances were  approved  for  payment  four  days  prior  to  the  end  of  the 
training  payment  period.   Leave  records  indicated  that  the  WIN  team 
member  who  authorized  the  payments  was  on  vacation  the  day  she  was  to 
have  signed  the  payorder  forms.   Since  the  absentee  rate  is  high  in  WIN 
classes,  another  team  member  should  have  been  designated  to  sign  the 
payorder  forms.   WIN  personnel  at  the  local  offices  should  adhere  to  the 
provisions  of  the  WIN  Operations  Manual. 

ESD's  central  office  has  signature  cards  listing  the  employees  in 
the  local  offices  who  are  designated  to  sign  forms  authorizing  WIN 
payments.   During  our  audit,  we  found  that  the  latest  signature  cards 
for  18  out  of  19  local  offices  were  dated  January  1975.   Since  that 
time,  there  have  been  changes  in  local  office  personnel  that  make  these 
signature  cards  outdated. 

In  order  to  provide  proper  controls  for  the  authorizations  of  pay 
forms,  ESD  should  maintain  a  current  list  of  local  office  personnel 
designated  to  authorize  WIN  payments.   This  list  should  be  updated  at 
least  once  a  year  or  whenever  there  is  a  change  in  authorized  personnel. 

For  some  cities,  ESD's  central  office  mails  the  checks  for  WIN  par- 
ticipants to  the  local  offices  for  distribution.   During  our  field 
visits,  we  found  that  one  local  office  did  not  require  the  WIN  partici- 
pants to  sign  for  their  checks. 
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The  practice  of  sending  WIN  participants'  checks  to  local  offices 
for  distribution  was  adopted  due  to  problems  with  lost  or  misplaced 
checks  when  the  checks  were  mailed  to  participants '  home  addresses .   The 
local  offices  should  require  WIN  participants  to  sign  for  their  checks 
in  order  to  provide  adequate  documentation  that  the  checks  were  actually 
received  by  the  participants. 

RECOMMENDATIONS 

We  reoommend  that  ESD: 

1.  Require  local  and  central  office  WIN  personnel  to  comply 
with  provisions  of  the  WIN  Operations  Manual  relating  to 
paymen t  authoriza tions . 

2.  Maintain  a  current  list  of  local  office  personnel  designated 
to  authorize  the  WIN  payments. 

2.       Require  WIN  participants  to  sign  for  checks  picked  up  at 
the  local  office. 
CASH 

The  Employment  Security  Division  has  control  over  five  bank  accounts. 
Two  of  these  accounts  are  contingent  revolving  funds  used  to  make  emergency 
payments  in  locations  outside  Helena  or  to  pay  employee  travel  claims. 
The  remaining  three  accounts  are  treasury  accounts  on  which  ESD  has 
check  writing  authority.   One  of  these  three  accounts  is  used  to  make 
unemployment  benefit  payments,  another  is  used  to  make  benefit  payments 
for  ESD's  programs  other  than  unemployment  insurance,  and  the  third  is 
used  as  a  clearing  account  to  hold  employer  tax  contributions  prior  to 
sending  them  to  the  federal  unemployment  insurance  trust  fund. 

Cash  on  deposit  in  these  five  accounts  at  June  30,  1976  and  June  30, 
1977,  was  $597,313  and  $499,780,  respectively. 
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Control  Over  Cash  Receipts  and  Disbursements 

Adequate  control  over  cash  transactions  Is  necessary  in  order  to 
assure  management  that  agency  cash  is  not  lost  or  misused.   Our  previous 
ESD  audit  report  discussed  cash  internal  control  weaknesses.   We  deter- 
mined that  the  following  problems  mentioned  in  that  report  have  not  been 
corrected. 

Benefit  and  manpower  canceled  checks  are  filed  in  more  than  one 
place,  and  responsibility  for  canceled  checks  is  not  limited  to  one 
person.   Therefore,  the  checks  are  difficult  to  locate,  and  when 
checks  are  missing,  no  one  person  is  responsible. 

The  combination  to  the  cashier's  office  safe  is  not  changed  peri- 
odically or  at  each  cashier's  office  personnel  change. 

Mail  containing  cash  receipts  is  not  opened  in  the  cashier's  office 
(see  page  12) . 

Checks  are  not  restrictively  endorsed  immediately  when  received  by 
the  agency  (see  page  13). 

The  custodian  of  the  petty  cash  fund  also  receives  and  records  cash 
receipts  for  the  clearing  account. 

Stale  dated  checks  are  not  written  off  on  a  timely  basis. 

In  addition  to  the  problems  noted  in  our  prior  audit,  our  review  of 

cash  transactions  at  ESD  for  fiscal  years  1975-76  and  1976-77  revealed 

the  following  additional  internal  control  weaknesses  that  require 

correction. 

Proper  segregation  of  duties  between  persons  involved  with  the 
processing  of  cash  receipts  and  disbursements  and  those  reconciling 
the  accounts  does  not  exist  for  the  manpower  and  WIN  petty  cash 
accounts. 

No  maximum  dollar  limit  exists  for  checks  written  on  the  manpower 
account.   The  $200  limit  established  for  the  benefit  account  is 
often  exceeded. 

Manpower  section  employees  prepare  input  documents  generating 
payments  for  recipients  and  vendors.   They  also  receive  and  review 
the  checks  generated  by  these  documents. 
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Bank  statements  for  the  clearing  account  are  opened  and  reviewed 
before  they  are  turned  over  to  the  employee  who  prepares  the  bank 
reconciliation. 

Signature  plates  for  the  clearing,  benefit,  manpower,  and  travel 
revolving  accounts  and  blank  check  stock  for  the  clearing  account 
are  often  left  unattended. 

Adequate  internal  control  over  cash  accounts  is  necessary  to  ensure 
that  all  cash  received  is  properly  deposited  and  all  payments  made  are 
proper  and  in  the  best  interest  of  the  agency.   Correction  of  the  control 
weaknesses  described  above  will  help  provide  ESD  with  adequate  control 
over  cash  transactions. 

RECOMMENDATION 

We  reaormend  that  ESD  covveot  the  oash  reaeipt  and  disbursement 
control  weaknesses  noted  above. 
Authorized  Check  Signers 

During  our  review  of  cash  disbursements,  we  determined  that  ESD  was 
not  updating  the  bank  list  of  authorized  check  signers  for  the  cash 
accounts.   This  problem  occurred  in  the  WIN  petty  cash,  clearing,  man- 
power, and  benefit  accounts.   Two  months  after  our  inquiry  into  the  WIN 
petty  cash  account,  a  current  list  of  authorized  check  signers  was  sent 
to  the  bank. 

Currently  the  ESD  administrator  is  the  only  person  signing  checks 
written  on  the  clearing,  manpower,  and  benefit  accounts.   However,  his 
name  was  not  listed  by  the  bank  as  an  authorized  signature  for  any  of 
the  three  accounts.   The  date  of  the  last  signature  card  sent  to  the 
bank  for  the  manpower  account  was  January  1969.   To  provide  proper 
control  over  disbursements  from  these  bank  accounts,  ESD  should  update 
the  list  of  authorized  check  signers  annually  or  whenever  there  is  a 
change  in  authorized  personnel. 
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The  laws  relating  to  benefit  checks  state  that  the  State  Treasurer 
shall  sign  the  checks.   Sections  87-112  and  87-113(c),  R.C.M.  1947, 
provide  that  checks  issued  to  pay  unemployment  benefits  are  required  to 
be  signed  by  the  State  Treasurer  and  a  member  of  the  division  before 
moneys  can  be  paid  from  the  account. 

Section  82A-214,  R.C.M.  1947,  which  abolished  the  office  of  the 

State  Treasurer,  also  provides  in  part: 

"All  of  the  functions  and  duties  of  the  State  Treasurer  as  pre- 
scribed by  law  are  transferred  to  the  director  of  the  department  of 
administration  who  shall  serve  as  'ex  officio'  state  treasurer." 

Based  upon  this  section,  any  statutory  provisions  which  require  action 

by  the  State  Treasurer  should  substitute  in  lieu  thereof  the  director  of 

the  Department  of  Administration.   To  comply  with  this  statute,  the 

director  of  the  Department  of  Administration  as  ex  officio  State  Treasurer, 

should  sign  all  benefit  and  manpower  checks  issued  by  the  Employment 

Security  Division. 

RECOMMENDATION 

f/e  reaonmend  that  ESD: 

1.  Update  the  bank's  list  of  authorized  check  signers  annually 

or  whenever  there  is  a  change  in  authorized  personnel. 

2.  Comply  with  laws  which  require  the  director  of  the  Depart- 
ment of  Administration  to  sign  all  benefit  and  manpower 
checks. 

Transfer  of  Expenses 

ESD  currently  pays  comprehensive  manpower  assistance  training  from 
the  manpower  account  because  the  benefit  account  payment  system  does  not 
have  the  capability  of  providing  an  adequate  breakdown  of  the  expenses. 
Once  a  month  funds  are  transferred  from  the  benefit  account  to  the 
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manpower  account  for  the  total  amount  of  training  expenses  incurred 
during  the  month.   The  expenses  are  then  transferred  to  the  benefit 
account.   We  determined  that  the  transfers  were  recorded  on  ESD's  books 
before  they  were  made.   This  process  resulted  in  the  overstatement  of 
cash  in  the  manpower  account  and  understatement  of  cash  in  the  benefit 
account  each  month.  Monthly  expenditures  for  the  two  accounts  were  also 
misstated. 

RECOMMENDATION 

We  vecommend  that  ESD  record  cash  transfers  only  after  they  are 
completed. 
Bank  Reconciliations 

Presently,  the  machine  section  of  ESD  receives  daily  bank  state- 
ments for  the  benefit  account.   When  the  bank's  charges  for  cashed 
checks  differ  from  ESD's  expenditure  records,  the  bank  is  notified.   The 
differences  usually  result  from  bank  errors.   During  our  review  of  bank 
reconciliations,  we  found  that  ESD  did  not  initiate  follow-up  procedures 
to  determine  if  the  bank  made  the  necessary  adjustments.   As  a  result, 
all  monthly  bank  reconciliations  for  the  benefit  account  show  adjust- 
ments to  the  bank  statement  for  "unexplained"  bank  under  or  overcharges. 

On  the  monthly  bank  reconciliations  for  the  benefit  account,  out- 
standing checks  are  deducted  from  the  balance  per  bank  statement  for 
comparison  with  ESD's  book  balance.   The  amount  for  outstanding  checks 
is  taken  from  the  cash  book  instead  of  from  the  outstanding  check  list. 
The  cash  book  figure  is  calculated  by  subtracting  the  total  of  cashed 
checks  returned  to  ESD  from  the  total  of  cash  payments  made.   The  cash 
book  figure  for  outstanding  checks  does  not  agree  with  the  total  taken 
from  the  outstanding  check  list.   The  difference,  which  fluctuates  each 
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month,  results  from  the  lack  of  communication  between  the  machine  and 
fiscal  sections  of  ESD.   The  machine  section  receives  the  daily  bank 
statements  and  investigates  any  discrepancies.   These  adjustments  are 
often  not  communicated  to  the  fiscal  section  which  prepares  the  monthly 
bank  reconciliation. 

Bank  reconciliations  are  necessary  to  determine  if  cash  receipts 
and  disbursements  are  properly  handled  and  that  cash  balances  are  accu- 
rately stated.   For  proper  control,  ESD  should  follow  up  on  bank  errors 
to  determine  that  the  bank  makes  the  necessary  corrections.   Any  adjust- 
ments made  on  reconciliations  by  the  machine  section  should  be  recorded 
and  communicated  to  the  fiscal  section  for  their  reconciliation  work. 

During  our  review  of  cash  transactions,  we  determined  that  ESD  does 
not  make  proper  reconciliations.   The  cash  balance  per  SBAS  is  reconciled 
to  the  benefit  cash  balance  per  ESD's  books  each  month.   In  two  instances, 
we  found  that  the  cash  balance  per  books  given  on  the  SBAS  general 
ledger  reconciliations  did  not  agree  with  the  cash  balance  per  books 
listed  on  bank  statement  reconciliations  for  the  same  month.   In  addi- 
tion, we  noted  that  the  cash  balance  on  SBAS  for  one  entity  was  not 
reconciled  to  the  corresponding  balance  reported  on  the  federal  general 
ledger.   To  establish  proper  control  over  the  reporting  of  cash  trans- 
actions, ESD  should  make  proper  reconciliations  each  month.   Any  dis- 
crepancies or  adjustments  should  be  adequately  documented. 

RECOMMENDATIOl^ 

We  reaornmend  that  ESD: 

1.       Establish  procedures  to  verify  that  bank  errors  are 
corrected. 
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2.  Require  the  machine  section  to  record  and  report  to  the 

fiscal  section  all  errors  found. 

3.  Perform  proper  cash  reconciliations. 
Exp  end  it  ure  Ad j  us  tment  s 

Disbursements  are  made  from  the  clearing  account  to  refund  overpaid 
employers'  contributions.   The  disbursements  are  recorded  on  the  agency 
treasury  check  issued  summary.   When  stale  dated  checks  are  canceled, 
ESD  nets  this  dollar  amount  against  total  disbursements.   The  net  figure 
is  then  recorded  as  the  total  for  disbursements  from  the  clearing  account. 
As  a  result,  disbursements  from  the  account  are  understated  each  time 
checks  are  canceled. 

A  similar  situation  occurred  in  the  benefit  account.   Expenditures 
were  adjusted  for  errors,  and  the  net  amount  was  reported  on  the  agency 
treasury  check  issued  summary.   The  effect  was  an  overstatement  of 
$6,240  in  expenditures  in  fiscal  year  1975-76  and  an  understatement  of 
expenditures  in  fiscal  year  1976-77  for  the  same  amount.   For  proper 
disclosure  and  reporting  of  cash  transactions,  adjustments  should  not  be 
netted  against  expenditures.   Total  expenditures  should  be  recorded  on 
the  agency  treasury  check  issued  summary  and  adjustments  should  be  made 
on  journal  vouchers. 

Presently,  general  ledger  cards  are  kept  for  every  program  from 
which  benefits  are  paid  from  the  benefit  and  manpower  accounts.   These 
cards  are  prepared  on  a  single  entry  bookkeeping  system  and  are  used  as 
worksheets  for  preparing  the  monthly  postings  to  ESD's  federal  cost 
accounting  system  general  ledger.   Refunds,  deposited  forged  checks, 
stop-pays,  and  voided  checks  represent  cash  receipts  but,  due  to  the 
single  entry  bookkeeping  system  in  use,  these  items  are  not  recorded  as 
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receipts.   To  adequately  record  financial  transactions,  ESD  should  adopt 
the  use  of  the  double  entry  bookkeeping  system  for  these  transactions. 

RECOMMENDATION 

We  recommend  that  ESD: 

1.  Disoontinue  netting  adjustment  trans aations . 

2.  Adopt  a  double  entry  bookkeeping  system  to  record  trans- 
actions on  the  ledger  cards  for  the  benefit  and  manpower 
accounts. 

Voiding  Checks 

At  the  present  time,  the  machine  and  benefit  sections  can  void 
checks  when  errors  are  discovered.   The  benefit  section's  log  of  voided 
checks  is  incomplete  because  employees  other  than  the  custodian  of  the 
log  may  void  checks.   The  date  and  person  voiding  the  check  are  often 
not  recorded  in  the  log  or  on  the  check.   For  proper  control  of  cash, 
responsibility  for  voiding  checks  should  be  vested  in  employees  who  are 
not  involved  in  the  check  preparation  process  or  control  of  cash  records. 
An  employee  in  both  the  machine  and  benefit  sections  should  be  assigned 
to  void  checks  and  keep  logs  stating  the  reasons  and  date  the  checks 
were  voided.   These  two  logs  should  be  compared  on  a  timely  basis. 

During  our  cash  reconciliation  audit  work,  we  found  that  voided 
checks  were  listed  on  the  outstanding  check  list  for  benefits.   Cur- 
rently, when  a  claimant's  check  is  returned  with  an  incorrect  address  it 
is  returned  to  the  benefit  section.   If  the  benefit  section  is  unable  to 
locate  the  payee,  the  check  is  voided.   If  the  machine  section,  which 
prepares  the  outstanding  check  list,  is  not  notified  that  a  check  has 
been  voided,  the  check  will  be  included  on  the  outstanding  check  list. 
Adequate  control  over  the  outstanding  check  list  is  necessary  for  proper 
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reconcilement  of  book  and  bank  balances.   To  establish  this  control,  ESD 
should  require  the  benefit  section  to  immediately  notify  the  machine 
section  of  returned  and  voided  checks. 

Stale  dated  checks  written  on  the  benefit  and  manpower  accounts  are 
not  written  off  on  a  timely  basis.   We  found  checks  on  the  manpower 
outstanding  check  list  up  to  two  and  one-half  years  old.   According  to 
ESD  officials,  checks  were  left  on  the  list  to  give  the  payees  plenty  of 
time  to  cash  them.   No  definite  time  limit  has  been  established  for 
voiding  stale  dated  manpower  checks. 

Printed  on  the  face  of  ESD  benefit  checks  is  the  phrase  "...  void 
if  over  90  days  from  date."  We  found  that  the  outstanding  check  list 
for  June  1977  contained  approximately  675  checks  that  were  over  90  days 
old.   Benefit  checks  written  on  June  24,  1975  which  were  stolen  when  a 
mail  truck  was  hijacked  remained  on  the  outstanding  check  list  until 
May  17,  1977  when  a  stop-pay  was  issued. 

In  addition,  the  benefit  section  has  control  of  undeliverable 
benefit  checks.   When  a  claimant  contacts  ESD  after  the  90  day  period 
for  cashing  the  check  has  expired,  the  benefit  section  crosses  out  the 
90  day  stipulation  and  sends  the  check  to  the  claimant.   An  ESD  official 
stated  that  once  a  year  the  undelivered  and  outstanding  benefit  checks 
are  reviewed  for  stale  dated  checks. 

If  checks  are  permitted  to  remain  outstanding  for  long  periods, 
internal  control  over  cash  disbursements  is  weakened.   ESD  should  write 
off  stale  dated  checks  and  void  undeliverable  checks  on  a  timely  basis. 

RECOMMENDATION 

We  recommend  that  ESD: 

1.       Delegate  to  specific  personnel  the  responsibilities  of 
canceling  and  recording  voided  checks. 
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2.  Coordinate  aotivitiee  between  the  benefit  and  manpower 
sections  in  relation  to  voided  checks . 

3.  Provide  for  the  writeoff  of  stale  dated  manpower  and 
benefit  checks  on  a  timely  basis. 

4.  Separate  the  recording  and  handling  functions  for  undelivered 
benefit  checks. 

Outdated  Equipment 

Manpower  checks  are  currently  printed  on  a  printer  that  does  not 
print  all  checks  properly.  Dollar  amounts  are  printed  twice  on  each 
check.   In  every  case  these  amounts  should  be  identical.   Due  to  problems 
with  the  printer,  some  checks  are  printed  with  conflicting  dollar  amounts. 
If  the  machine  section  notices  the  error,  the  check  is  voided.   The 
manpower  section  also  reviews  the  checks.   In  many  cases,  if  the  man- 
power section  noticed  a  check  with  conflicting  dollar  amounts,  one  of 
the  amounts  would  be  changed  to  agree  with  the  other  dollar  amount.   All 
such  checks  should  be  voided. 

On  checks  with  dollar  amounts  over  $99.99,  the  printer  does  not 
print  a  dollar  sign  on  one  of  the  dollar  amounts.   Without  the  dollar 
sign  the  checks  are  susceptible  to  alteration.   We  also  found  checks 
printed  without  check  numbers,  payees,  dates,  addresses  or  with  incor- 
rect addresses. 

For  proper  control  over  the  check  writing  process,  ESD  should  adopt 
the  use  of  state  warrants  signed  by  the  State  Auditor  as  discussed  on 
page  8.   In  the  meantime,  ESD  should  update  its  equipment  as  soon  as 
possible.   Employees  in  the  manpower  section  should  void  misprinted 
checks  and  not  cross  out  the  incorrect  dollar  amount. 
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RECOMMEmATIOl^ 

We  veoommend  that  ESD  instruct  the  manpower  aeation  to  void  all 
misprinted  checks. 
Borrowing  of  Funds 

In  fiscal  year  1976-77,  an  inter-entity  loan  was  made  to  borrow 
funds  from  one  ESD  accounting  entity  to  cover  the  expenses  of  another, 
unrelated  entity.   No  cash  was  transferred  between  the  accounting  entities' 
respective  bank  accounts.   The  transfer  was  a  book  entry  to  circumvent 
SBAS  edits  that  prevent  overspending  the  cash  in  an  accounting  entity. 

As  a  result  of  the  book  entry  with  no  transfer  of  funds,  the  cash 
balance  on  the  ESD  federal  accounting  system  general  ledger  at  June  30, 
1977  did  not  agree  with  the  balance  for  cash  on  the  corresponding  SBAS 
general  ledger.   Cash  was  understated  and  inter-entity  loans  receivable 
were  overstated  by  $492,313  in  the  accounting  entity  from  which  the  loan 
was  made.   The  accounting  entity  which  "borrowed"  the  funds  overstated 
inter-entity  loans  payable  and  overstated  cash  by  $492,313.   To  provide 
fair  presentation  on  financial  records,  book  entries  should  reflect  the 
true  substance  of  transactions. 

RECOMMENDATIOI^ 

We  recommend  that  ESD  discontinue  recording  inter-entity  loan 
receivable  and  loan  payable  transactions  to  airowmeni  SBAS  edit 
procedures . 
ACCOUNTS  RECEIVABLE 

Accounts  receivable  at  ESD  originate  from  several  sources  including 
employer  contributions  and  related  penalty  and  interest  assessments; 
various  federal,  state,  and  interstate  unemployment  benefit  programs; 
dishonored  checks;  and  administrative  transactions  dealing  with  the 
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ESD's  agency  operations.   Accounts  receivable  balances  recorded  in  ESD's 
ledgers  were  $1,039,228  and  $809,731  at  June  30,  1976  and  June  30,  1977, 
respectively.   Of  these  account  balances,  $510,763  and  $164,695  were 
suspended  at  June  30,  1976  and  June  30,  1977,  respectively.   Suspended 
receivables  at  ESD  are  those  for  which,  in  the  opinion  of  ESD  personnel, 
all  reasonable  collection  efforts  have  been  made  and  collection  of  the 
accounts  is  doubtful.   Current  receivables  are  those  that  ESD  personnel 
believe  still  have  a  reasonable  possibility  of  collection. 

During  our  audit,  we  found  several  serious  weaknesses  in  the  accounting, 
control,  and  collection  of  receivables.   These  problems  are  discussed  in 
the  sections  that  follow. 
Account  Balances 

During  our  review  of  accounts  receivable  balances,  we  noted  numerous 
differences  between  the  balances  recorded  on  the  manual  (per  debit 
memos)  and  computer  accounting  systems.   The  differences  resulted  from 
the  following:   (1)  the  manual  system  was  not  current  with  the  computer, 
(2)  entries  were  omitted  from  the  computer  data  base,  (3)  inconsistent 
policy  applications  by  ESD  personnel  and  computer  programs,  (4)  incorrect 
data  entry  into  the  computer,  and  (5)  computer  programming  errors. 
These  differences  create  doubts  concerning  the  reliability  of  both 
systems  and  result  in  poor  accountability  over  the  transactions  affecting 
the  accounts.   To  correct  this  weakness,  the  accounts  receivable  balances 
per  the  manual  system  should  be  reconciled  with  the  computer  system  on  a 
timely  basis.   Maintaining  two  systems  results  in  costly  duplication  of 
effort.   When  the  computer  system  problems  are  resolved  the  manual 
system  should  be  discontinued. 
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RECOMMENDATION 

We  reoommend  that  ESD: 

1.  Reconcile  the  accounts  receivable  balances  recorded  on 
the  manual  and  computer  systems  on  a  timely  basis. 

2.  Take  the  necessary  steps  to  assure  the  proper  functioning 
of  the  computer  system  and  discontinue  using  the  manual 
system. 

Notification  and  Billing  Procedures 

The  ESD  contributions  and  benefit  sections  do  not  send  monthly 
statements  to  all  debtors.   A  statement  is  prepared  and  sent  only  if  the 
debtor  has  made  a  partial  payment  on  his  account.   As  part  of  our  audit 
testing,  we  confirmed  a  sample  of  account  receivable  balances  with 
employers  and  persons  who  received  benefit  overpayments.   Several  of  the 
confirmations  were  returned  stating  that  the  balance  per  ESD's  books  was 
not  correct  or  for  lack  of  current  addresses. 

Timely  correspondence  with  debtors  with  outstanding  balances  is 
essential  for  proper  collection  of  the  accounts.   ESD  should  maintain 
current  addresses  of  debtors  and  send  monthly  statements  to  any  with 
outstanding  balances.   Any  account  differences  between  ESD  and  debtor 
records  should  be  promptly  reconciled. 

RECOMMENDATION 

We  recommend  that  ESD  send  monthly  statements  to  employers  and 
benefit  recipients  with  outstanding  accounts  receivable  balances. 
Review  of  Accounts  Receivable      . 

Proper  internal  control  procedures  for  accounts  receivable  require 
a  periodic  review  of  the  accounts  and  collection  procedures  by  a  respon- 
sible agency  official.   In  the  benefits  and  employer  contribution  accounts 
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receivable  sections,  we  could  not  find  current  aging  schedules  for  the 
accounts  nor  could  we  find  any  evidence  that  the  schedules  were  regularly 
prepared.   Aging  of  accounts  receivable  is  a  valuable  and  necessary  tool 
for  the  management  of  receivables  and  the  evaluation  of  collection 
procedures.   Although  the  aging  and  review  of  accounts  receivable  were 
discussed  in  our  prior  report  on  ESD  for  fiscal  year  1974-75,  the  appli- 
cable prior  report  recommendation  has  not  been  implemented. 

RECOMMENDATION 

We  vecommend  that  ESD  -peviodiodtty  prepare  aging  schedules  to  help 
evaluate  accounts  receivable  collection  procedures. 
Uncollectible  Accounts  Receivable 

As  discussed  in  our  prior  ESD  audit  report,  state  agencies  are 

allowed  to  transfer  uncollectible  accounts  receivable  to  the  Department 

of  Revenue  under  the  provisions  of  Section  84-7104,  R.C.M.  1947.   This 

section  provides  in  part: 

"A  state  agency  must  make  all  reasonable  efforts  to  collect  money 
owed  to  it  and  must  determine  that  the  money  and  any  interest  or 
penalties  therefor  are  uncollectible  in  accordance  with  criteria 
for  uncollectibility  formulated  by  that  agency. 

"If  the  department  (of  revenue)  finds  that  the  debt  is  uncollectible 
in  accordance  with  the  criteria  for  uncollectibility  of  money  due 
that  state  agency,  the  department  shall  direct  the  agency  to  write 
off  the  debt  on  its  accounts  and  transfer  the  debt  to  the  department. 

The  Montana  Operations  Manual,  Section  2-1150,  establishes  additional 

criteria  and  procedures  for  the  transfer  of  uncollectible  accounts  to 

the  Department  of  Revenue. 

During  fiscal  years  1975-76  and  1976-77,  ESD  did  not  transfer 

uncollectible  contribution  accounts  receivable  to  the  Department  of 

Revenue.   Until  April  1977,  when  a  contributions  account  receivable 

balance  was  determined  to  be  uncollectible,  the  account  was  transferred 
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from  a  current  to  a  suspended  account  receivable  control  account.   The 
account  was  still  retained  as  an  asset.   As  a  result,  at  June  30,  1976 
ESD  had  $405,138  of  accounts  receivable  recorded  as  assets  which  it  had 
determined  to  be  uncollectible. 

In  April  1977,  ESD  changed  its  accounting  procedures  to  write  off 
uncollectible  employer  contribution  accounts  receivable  and  not  show 
them  as  assets.   At  that  time,  approximately  $427,000  of  contribution 
accounts  were  written  off.   Contrary  to  Section  84-7104,  R.C.M.  1947, 
authorization  from  Department  of  Revenue  was  not  obtained  prior  to  the 
write  off  of  the  accounts. 

Although  benefits  accounts  receivable  were  transferred  to  the 
Department  of  Revenue,  the  balances  are  still  carried  on  ESD's  general 
ledger  as  an  asset.   This  results  in  the  overstatement  of  benefits 
accounts  receivable  by  $104,284  and  $164,695  at  June  30,  1976  and 
June  30,  1977,  respectively. 

In  order  to  ensure  that  all  possibilities  of  collection  have  been 
exhausted,  ESD  should  transfer  uncollectible  accounts  to  the  Department 
of  Revenue  and  let  them  attempt  to  collect  the  amounts  due.   ESD  should 
adequately  document  accounts  written  off  to  provide  for  the  subsequent 
collection  if  the  opportunity  should  arise.   Although  compliance  with 
Section  84-7104,  R.C.M.  1947,  was  discussed  in  our  prior  report  on  ESD, 
the  applicable  prior  report  recommendation  has  not  been  Implemented. 

RECOMMENDATION 

We  veoorrmend  that  ESD: 

1.       Transfer  alt  uncollectible  accounts  receivable  to  the 

Department  of  Revenue  for  collection  under  the  provisions 
of  Section  84-7104^   R.C.M.    1947. 
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2.  Write  off  uncoltect'ible  accounts  only  with  prior 
authorization  from  Department  of  Revenue. 

3.  Adequately  document  all  accounts  written  off  to  provide 
for  the  subsequent  collection  of  the  accounts  if  collection 
becomes  possible. 

4.  Discontinue  recording  suspended  benefits  accounts  receivable 
as  assets. 

Subsidiary  Records 

ESD  does  not  maintain  subsidiary  detail  records  for  employer 
contribution  accounts  receivable.   This  information  was  kept  manually  on 
ledger  cards  before  the  contribution  accounting  system  was  computerized. 
At  that  time,  the  manual  ledger  system  was  discontinued.   ESD  officials 
stated  that  the  computer  records  were  supposed  to  contain  the  subsidiary 
detail  but,  due  to  computer  malfunctions,  ESD  could  not  rely  on  these 
records.   As  a  result,  an  indeterminable  number  of  accounts  receivable 
statements  were  not  prepared.   Currently,  the  only  records  of  employer 
accounts  receivable  balances  consist  of  the  current  files  of  debit  and 
credit  memos. 

Subsidiary  detail  records  are  an  integral  part  of  any  accounting 
system  for  accounts  receivable.   ESD  should  prepare  subsidiary  detail 
listings,  either  manually  or  by  computer,  for  all  employer  contributions 
receivable.   Records  should  be  established  for  each  employer  for  proper 
control  of  payments  received  and  amounts  due  at  each  month-end. 

RECOMMENDATION 

Vie  recommend  that  the  contribution  section  maintain  subsidiary 
detail  records  for  contributions  receivable   to  allow  subsequent 
verification  of  account  activity  and  monthly  and  yea:r-end  totals. 


-54- 


Dishonored  Checks 

The  SBAS  general  ledger  for  the  ESD  clearing  account  listed  accounts 
receivable  for  dishonored  checks  of  $11,274  at  June  30,  1976  and  $15,047 
at  June  30,  1977.   The  amounts  shown  on  SBAS  do  not  equal  the  amounts  on 
subsidiary  ledger  cards  maintained  by  ESD.   Also,  the  total  of  dishonored 
checks  held  at  ESD  does  not  agree  to  the  subsidiary  nor  the  general 
ledger  amounts. 

In  order  to  adequately  control  these  accounts,  the  subsidiary 
ledger  should  be  reconciled  to  the  general  ledger  each  month;  all 
reconciling  items  should  be  explained;  and,  if  necessary,  correcting 
entries  should  be  made. 

RECOMMENDATION 

We  recommend  that  ESD  reoonoile  subsidicwy  and  general  ledgers 
for  accounts  receivable  dishonored  checks  monthly  and  make 
necessary  corrections  at  that  time. 
Delinquent  Assessments 

When  an  employer  registered  at  ESD  fails  to  submit  quarterly  contri- 
bution and  wage  report  (UI-5)  forms,  ESD  can  prepare  a  delinquent  assess- 
ment (UI-14)  which  estimates  the  amount  of  contributions  an  employer 
should  have  paid,  based  on  payments  made  in  previous  quarters.   When  the 
delinquent  assessment  is  computed,  an  account  receivable  is  established 
for  that  amount.   Until  a  delinquent  assessment  has  been  prepared,  ESD 
has  no  valid  basis  for  determining  the  dollar  amount  of  these  accounts 
receivable  or  for  establishing  accounting  control. 

In  our  review  of  delinquent  assessment  procedures,  we  could  find  no 
written  guidelines  indicating  when  a  delinquent  assessment  should  be 
prepared  for  employers  who  fail  to  submit  contribution  and  wage  report 
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forms.   Presently,  three  notices  are  sent  to  an  employer  encouraging  him 
to  submit  his  contribution  and  wage  report  form.   After  these  notices,  a 
delinquent  assessment  may  be  prepared;  however,  in  many  cases  even  after 
three  notices,  no  delinquent  assessment  is  prepared  and  sent.   Instead 
the  account  is  reviewed  to  decide  whether  it  should  be  suspended. 
According  to  ESD  personnel,  delinquent  assessments  and  the  applicable 
accounts  receivable  are  only  prepared  and  established  if  the  employer 
has  not  been  contacted  by  ESD. 

Due  to  ESD's  failure  to  promptly  prepare  the  assessments,  delin- 
quent employer  accounts  represent  unrecorded  accounts  receivable  at  June  30, 
1976  and  June  30,  1977.   In  order  to  maintain  adequate  control  over 
delinquent  employer  accounts  and  to  impress  employers  with  the  need  for 
prompt  submission  of  contribution  and  wage  report  forms,  delinquent 
assessments  should  be  prepared  on  a  timely  basis  by  ESD  for  all  delin- 
quent employer  accounts.  Written  guidelines  should  be  established 
describing  how  the  assessment  should  be  prepared,  and  a  precise  time- 
table for  the  preparation  and  mailing  of  the  assessment  should  be 
established.   Although  the  subject  of  delinquent  assessments  was  dis- 
cussed in  our  prior  report  of  ESD  for  fiscal  year  1974-75,  the  prior 
report  recommendation  has  not  been  implemented. 

RECOMMENDATION 

We  veoormtend  that  ESD  establish  written  guidelines  fov  the  timely 
preparation  and  delivery  to  employers  of  delinquent  assessments. 
Accounts  F.aceivable  Control 

Employer  contribution  accounts  receivable  balances  were  not  listed 
on  subsidiary  detail  ledgers  or  recorded  in  the  Statewide  Budgeting  and 
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Accounting  System  (SBAS) .   Interstate  accounts  receivable  were  not 
recorded  in  the  federal  general  ledger  due  to  lack  of  communication 
between  ESD's  fiscal  and  benefit  sections.   As  a  result,  interstate 
accounts  receivable  were  understated  in  the  federal  general  ledger  by 
$374,100  and  $394,700  at  fiscal  year  ends  1975-76  and  1976-77,  respec- 
tively. 

During  our  review  of  WIN-CETA  overpayments,  we  noted  that  ESD  was 
not  establishing  accounts  receivable  on  a  timely  basis.   Accounts  receiv- 
able of  $335,  established  as  of  September  30,  1976,  were  not  recorded  on 
SBAS  or  federal  general  ledgers  as  of  June  30,  1977.   As  of  November  1, 
1977,  a  detailed  subsidiary  listing  of  WIN-CETA  overpayments  for  fiscal 
year  1976-77  was  not  available. 

In  order  to  assure  that  the  user  of  ESD's  general  ledger  infor- 
mation is  receiving  complete,  accurate,  and  up-to-date  information 
concerning  accounts  receivable  at  ESD,  all  receivable  balances  should  be 
placed  on  SBAS  and  the  federal  accounting  system  general  ledgers  and 
reconciled  at  least  monthly  with  detailed  subsidiary  ledgers. 

To  assure  that  ESD  maintains  general  ledger  and  subsidiary  ledger 
information  concerning  accounts  receivable  on  a  current  basis  and  in  a 
proper  fashion,  responsibility  for  them  should  be  transferred  to  the 
fiscal  section.   When  it  becomes  apparent  to  personnel  in  other  operating 
sections  at  ESD  that  an  account  receivable  exists,  all  information 
concerning  the  account  should  be  sent  to  the  fiscal  section  so  the 
appropriate  accounting  entries  can  be  made. 

The  fiscal  section  should  establish  an  accounts  receivable  unit  to 
process  the  day-to-day  transactions  involving  these  accounts.   The 
functions  of  this  unit  should  include  recording  billing  and  controlling 
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all  accounts.   Receivable  unit  employees  should  work  closely  with  employees 
in  other  operating  sections  to  develop  criteria  for  measuring  the  collect- 
ibility of  an  account;  establishing  appropriate  billing  schedules  for 
the  various  types  of  receivables;  and  developing  criteria  and  procedures 
for  suspension  of  accounts. 

Although  these  points  were  discussed  in  our  prior  report  on  ESD  for 
fiscal  year  1974-75,  the  prior  report  recommendations  have  not  been 
implemented. 

RECOMMEWAIION 

We  reoommend  that  ESD: 

1.  Place  all  accounts  receivable  control  totals  on  SBAS  and 
the  federal  accounting  syetem  general  ledgers. 

2.  Reconcile  general  ledger  totals  to  subsidiary  ledgers  at 
least  monthly. 

3.  Establish  an  accounts  receivable  unit  within  the  fiscal 
section  to  maintain  subsidiary  ledgers  for  receivables 

and  to  perform  all  billing,  recording  and  control  functions 
necessary  to  ensure  prompt  collection  of  accounts. 
Benefit  Checks  Withheld 

Some  of  the  checks  received  by  the  accounts  receivable  clerk  for 
payment  on  accounts  were  benefit  checks  written  by  ESD.  When  a  claimant 
who  owes  ESD  money  applies  for  benefits,  the  benefits  section  is  iimnediately 
alerted  because  special  stop-pay  cards  are  placed  on  the  wage  records  of 
all  persons  with  benefit  section  accounts  receivable.   If  a  stop-pay 
card  is  on  the  claimant's  wage  records,  the  ESD  machine  section  sends 
the  weekly  benefit  check  to  the  accounts  receivable  clerk  until  the 
account  has  a  zero  balance.   Under  federal  regulations,  when  state 
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unemplojonent  benefit  payments  are  used  to  refund  overpayment  of  federally 
funded  benefits  or  federal  unempl03mient  benefit  payments  are  used  to 
refund  overpayments  of  state  funded  benefits,  ESD  must  obtain  the  claimant's 
endorsement  on  the  checks  before  applying  them  against  the  account 
receivable. 

When  state  funds  are  used  to  refund  overpayment  of  state  funded 
benefits  or  federal  funds  are  used  to  refund  overpayments  of  federally 
funded  benefits,  we  could  find  no  reason  for  ESD  to  actually  write  the 
benefit  checks  for  payment  of  accounts  receivable.   Preparation  of 
checks  for  these  payments  provides  the  possibility  of  loss  or  misuse  of 
the  checks. 

The  accounts  receivable  clerk  should  prepare  a  listing  of  persons 
currently  drawing  benefits  who  owe  ESD  money  and  send  the  list  to  the 
machine  section  each  week.   The  machine  section  should  use  this  infor- 
mation to  stop  the  check  writing  process  for  the  claimants  involved. 
Once  the  payment  is  withheld,  that  is,  the  check-writing  process  has 
been  stopped  before  the  check  is  written,  the  machine  section  should 
send  the  accounts  receivable  clerk  a  list  of  all  pajnnents  withheld. 
This  list  should  provide  the  basis  for  the  clerk's  journal  entries  to 
individual  account  balances. 

RECOMMENDATION 

We  reoorrmend  that  ESD  credit  accounts  vece-tvable  by  use  of  a 
Qouimal  entry  when  claimants  '  endorsements  are  not  required  on 
the  checks. 
Internal  Control 

Separation  of  duties  for  benefit  and  interstate  accounts  receivable 
are  inadequate.   The  accounts  receivable  clerk  receives  and  records 
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accounts  receivable  checks  for  benefit  overpayments  and  interstate 
claims.   He  is  also  responsible  for  the  recordkeeping  and  deposit  of  the 
payments  received  on  these  accounts.   In  order  to  adequately  control 
such  transactions,  ESD  should  separate  the  cash  handling  and  record- 
keeping functions. 

The  accounts  receivable  clerk  prepares  quarterly  statements  for 
interstate  accounts  receivable.   These  statements  are  not  verified  by 
another  employee  who  does  not  have  access  to  cash  receipts  records.   The 
clerk  also  stated  that  when  he  is  absent,  no  one  is  assigned  to  assume 
the  responsibility  for  his  job.   ESD  should  establish  procedures  to 
ensure  that  debtor  statements  are  verified  by  someone  independent  from 
the  cash  receipts  and  disbursements  functions.   In  addition,  accounts 
receivable  personnel  should  be  periodically  rotated  on  their  jobs  through 
vacations  or  other  absences. 

The  accounts  receivable  credits  are  recorded  from  the  actual  cash 
receipts.   During  our  review,  we  noted  that  the  employer  contribution 
accounts  receivable  statements  are  prepared  by  the  clerk  who  records  the 
accounts  receivable  credits  in  the  manual  system.   To  establish  control 
over  these  transactions,  the  duties  of  handling  and  recording  accounts 
receivable  should  be  separated. 

RECOMMENDATION 

f/e  reoorrmend  that  ESD: 

1.  Separate  cash  handling  from  accounts  receivable  record- 
keeping. 

2.  Provide  for  the  verification  of  debtor  etatements  by 
someone  not  having  access  to  the  cash  receipts  records  or 
the  accounts  receivable  credits. 
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3.       Provide  for  other  personnel  to  assume  responsibility  for 
accounts  receivable  during  the  aooounte  receivable  clerk's 
vacation  or  other  absences. 
Interstate  Accounts  Receivable 

Interstate  accounts  receivable  are  created  when  a  claimant  who  has 
worked  and  earned  wage  credits  in  another  state  applies  for  unemplo5mient 
benefits  in  Montana.   Any  portion  of  that  claimant's  benefits  which  are 
paid  as  a  result  of  wage  credits  earned  in  another  state  are  billed  to 
that  state  when  the  claimant  has  exhausted  his  benefits. 

Determination  of  the  amounts  to  be  billed  to  other  states  for 
interstate  claims  is  made  quarterly.   Billings  for  the  quarter  ended 
June  30,  1976  ($140,000)  were  not  prepared  until  November  1,  1976. 
Billings  for  the  quarter  ended  June  30,  1977  ($172,000)  were  not  prepared 
until  September  23,  1977.   Consequently,  interstate  accounts  receivable 
amounts  are  misstated  on  ESD's  ledgers.   Using  an  interest  rate  of  5 
percent,  this  billing  delay  represents  a  loss  of  over  $2,300  in  fiscal 
year  1975-76  and  $1,900  in  fiscal  year  1976-77  in  potential  interest 
income  to  the  unemployment  trust  fund.   Although  delayed  billing  of 
interstate  accounts  receivable  was  discussed  in  our  prior  report,  the 
prior  report  recommendation  has  not  been  implemented. 
RECOMMEWATIOI] 

We  recorrmend  that  EST)  establish  procedures   to  ensure  prompt  billing 
of  interstate  accounts  receivable. 
Recording  Penalty  and  Interest  Receivables 

Penalty  and  interest  receivables  at  ESD  fall  into  two  categories. 
First,  there  are  those  assessed  against  employers  for  unpaid  contri- 
butions.  Secondly,  there  are  those  for  which  the  employer  contributions 
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have  been  paid,  but  because  the  payment  was  late  or  otherwise  deficient, 
penalty  and  interest  was  assessed.   Accounts  receivable  balances  for 
these  two  categories  were  more  than  $11,500  and  $18,900  at  June  30,  1976 
and  June  30,  1977,  respectively. 

As  discussed  in  our  prior  audit  report,  it  was  impractical  to 
verify  penalty  and  interest  accounts  receivable  balances  due  to  the  lack 
of  sufficient  information  to  reconstruct  the  year-end  balance  at  June  30, 
1975.   The  same  situation  applied  to  the  year-end  balances  at  June  30, 
1976  and  June  30,  1977.   Therefore,  we  restate  our  prior  report  recommendation 

RECOMMENDATION 

We  veoommend  that  ESD  maintain  subsidiary  ledgers  for  penalty 
and  interest  accounts  receivable  in  detail  sufficient  to  allow 
subsequent  verification  of  monthly  and  year-end  totals. 
Unprocessed  Collections 

In  our  prior  report,  we  noted  problems  with  unprocessed  collections 
for  benefits  accounts  receivable.   ESD  was  not  promptly  depositing 
payments  received  on  benefit  accounts  receivable. 

In  our  current  audit  we  noted  these  problems  have  not  been  corrected. 
Our  review  disclosed  that  in  August  1977  ESD  was  holding  276  checks 
totaling  $25,205  which  were  payments  on  benefit  accounts  receivable. 
One  hundred  twenty-one,  or  41  percent  of  the  total  were  over  90  days 
old.   None  of  the  checks  was  restrictively  endorsed. 

Failure  to  promptly  process  these  payments  creates  a  serious  lack 
of  internal  control  over  the  money.   The  checks  are  susceptible  to  loss 
or  misappropriation  and  should  be  processed  immediately  when  received. 
In  order  to  increase  control  over  these  payments ,  all  checks  received 


-62- 


should  be  restrictively  endorsed  immediately  (see  page  13) ,  and  they 

should  be  promptly  recorded  and  deposited. 

RECOMMENDATION 

We  veaommend  that  ESD  promptly  process  all  aaaounts  reoeivdble 
payments  and  deposit  the  proceeds. 
ACCOUNTS  PAYABLE 

ESD  reported  liabilities  in  excess  of  $6,700,000  and  $15,000,000 
for  fiscal  years  ended  1975-76  and  1976-77,  respectively.   The  signi- 
ficant increase  is  due  to  borrowing  from  the  federal  unemployment  trust 
fund.   Our  review  of  these  accounts  revealed  the  problems  discussed 
below. 

CETA-CEP  Earnings 

Occasionally,  participants  will  drop  out  of  the  CETA  and  CEP 
training  programs  without  collecting  the  money  they  earned  for  partic- 
ipating in  the  programs.   The  unclaimed  earnings  represent  a  liability 
to  ESD  as  the  earnings  will  be  paid  to  participants  if  they  can  be 
reached  or  if  they  later  rejoin  the  program.   We  determined  that  ESD  did 
not  record  the  liability  for  CETA-CEP  earnings  in  the  federal  accounting 
system. 

At  present,  ESD's  CETA  program  personnel  maintain  a  list  of  unclaimed 
CETA-CEP  earnings  by  participant.   This  list  is  not  a  subsidiary  detail 
ledger  as  it  does  not  show  balances  at  financial  statement  dates.   The 
list  is  not  given  to  the  fiscal  section  for  recording  in  the  accounting 
records.   For  proper  financial  presentation,  all  liabilities  should  be 
recorded. 

RECOMMENDATION 

We  recommend  that  ESD  record  the   liability  for  imolaimed  CETA-CEP 
earnings  in  its  accounting  systems. 
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Credit  Memos 

Credit  memos  are  issued  to  employers  who  overpaid  their  quarterly 
payroll  tax  payments  to  ESD.   During  our  review  of  employer  contri- 
butions we  found  that  ESD  did  not  prepare  a  number  of  credit  memos 
during  the  period  of  July  1,  1976  to  May  13,  1977.   During  this  period, 
the  contribution  section  was  relying  on  the  computer  system  to  prepare  a 
list  of  employer  credits  from  which  credit  memos  would  be  made.   Due  to 
errors  in  the  computer  program's  calculations  of  the  credit  amounts,  the 
computer  list  was  not  prepared  until  May  13,  1977.   Other  than  the 
computer  list,  ESD  had  no  subsidiary  detail  ledger  of  employer  credits. 
Thus,  from  July  1,  1976  to  May  13,  1977,  the  only  credit  memos  issued 
were  to  employers  who  contacted  ESD  stating  they  were  entitled  to  a 
credit.   ESD  verified  that  these  employers  deserved  credits  and  either 
refunded  the  money  or  applied  the  credits  to  future  contributions. 

The  total  employer  credits  listed  on  the  computer  list,  prepared 
May  13,  1977,  was  estimated  at  $200,000  to  $300,000  by  ESD  officials. 
According  to  ESD,  each  of  these  credits  must  be  verified  before  credit 
memos  are  sent  to  employers.   The  credits  were  not  recorded  in  the 
federal  accounting  system,  and  as  a  result,  accounts  payable — employer 
contributions  was  understated.   It  was  not  practical  to  determine  the 
exact  amount  of  the  understatement. 

Currently,  employers  are  informed  only  once  by  ESD  of  credits  due 
them.   Refunds  are  not  automatically  sent  to  affected  employers  until 
the  account  has  been  outstanding  for  three  years.   Due  to  this  procedure, 
ESD  has  a  number  of  credit  memos  in  their  files  that  are  up  to  three 
years  old. 
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Form  UI-5,  Employer  Contribution  Report,  is  sent  to  employers  each 
quarter.   ESD  officials  stated  that  the  credits  could  not  be  manually 

put  on  the  UI-5's  because  the  UI-5's  are  sealed  in  a  packet.   Also,  due 
to  the  problems  with  the  computer  computation  of  the  credit  amount  it  is 
not  possible  at  present  to  have  the  computer  print  the  credits  on  the 
forms. 

Overpayments  of  employer  contributions  represent  legal  obligations 
of  ESD.   ESD  should  inform  employers  of  credits  and  give  them  the 
opportunity  to  receive  a  refund  or  to  apply  the  credit  to  a  future  tax 
payment.   Officials  should  make  a  reasonable  effort  to  establish  proper 
functioning  of  the  computer  system  so  that  employer  credits  could  be 
printed  on  the  UI-5  reports.   Until  the  system  is  operating  correctly, 
ESD  should  promptly  notify  employers  of  any  credit  balances  resulting 
from  their  employer  contribution  tax  payments. 

RECOMMEWATION 

We  reoommend  that  ESD: 

1.  Verify  the  aoovcpaoy  of  the  computer  listed  credits  and 
issue  credit  memos  to  appticdble  employers. 

2.  Establish  proper  implementation  and  verification  procedures 
for  computer  operations. 

2.       Promptly  notify  employers  of  credit  balances  resulting 
from  their  employer  contribution  tax  payments. 
Accrued  Leave 

ESD  records  the  dollar  value  of  outstanding  employee  leave  balances 
in  the  federal  cost  accounting  system.   Outstanding  leave  balances  are 
adjusted  monthly  in  certain  reports  for  leave  earned  and  taken.   However, 
accrued  annual  leave  recorded  in  the  federal  general  ledger  is  only 
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adjusted  once  a  year  for  the  amounts  of  leave  earned  and  taken.   This 
adjustment  is  made  at  the  federal  fiscal  year-end. 

In  addition,  federal  general  ledger  balances  for  accrued  leave 
include  amounts  from  cancelled  prior  year  programs.   These  balances  are 
transferred  to  new  programs,  so  the  accrued  leave  is  included  in  both 
the  old  and  new  program  codes. 

As  a  result,  at  June  30,  1976  and  1977,  accrued  annual  leave  was 
overstated  $294,308  and  $197,399,  respectively,  in  the  federal  general 

ledger.   To  establish  reasonable  balances  for  accrued  leave  in  the 
federal  general  ledger  accrued  annual  leave  should  be  adjusted  at  the 
state  and  federal  fiscal  year  ends  for  leave  earned  and  taken. 

RECOMMEWATION 

We  recommend  that  BSD  adjust  accrued  annual  leave  balances  at  the 
state  and  federal  fiscal  yeoj'-ends  in  the  federal  general  ledger. 
CETA  Accruals 

CETA  accruals  are  not  disclosed  in  the  federal  accounting  system 
general  ledger  in  accordance  with  generally  accepted  accounting  prin- 
ciples.  Although  these  accruals  represent  valid  obligations  owed  to 
employers  for  partially  completed  contracts,  ESD  does  not  record  the 
CETA  accruals  as  liabilities.   Instead,  the  accruals  are  charged  against 
unused  obligational  authority  as  required  by  the  SESA  Accounting  System — 
Report  Utilization  Guide. 

As  a  result  of  this  procedure,  liabilities  are  understated  by 
$1,338,324  and  $1,766,293  in  fiscal  years  1975-76  and  1976-77,  respect- 
ively.  To  properly  reflect  the  liability  for  CETA  accruals  in  the 
federal  general  ledger,  ESD  should  record  this  type  of  liability  in 
accordance  with  generally  accepted  accounting  principles. 


-66- 


RECOMMENDATION 

We  vecornmend  that  ESD  officials  record  CETA  aoovuaZe  in  aacordance 
with  generally  accepted  accounting  principles. 
Misstatement  of  Accounts 

The  June  30,  1977  balance  in  the  federal  accounting  system  for 
ESD's  employee  accrued  unemployment  insurance  was  overstated  by  approxi- 
mately $3,900.   The  accrued  liability  for  workers'  compensation  was 
overstated  in  the  federal  system  by  approximately  $5,000  at  June  30, 
1976  and  $10,000  at  June  30,  1977.   Accrued  group  insurance  was  under- 
stated by  $1,860  and  overstated  by  $10,200  at  June  30,  1976  and  1977, 
respectively.   ESD's  computer  system  estimates  these  liabilities  based 
on  a  percentage  of  total  gross  payroll  for  the  agency.   Group  insurance 
is  not  a  percentage  of  gross  payroll  and  workers'  compensation  has  a 
varied  rate  as  it  is  based  on  gross  payroll  by  employee. 

These  estimates  were  based  on  the  federal  fiscal  year.  Again,  ESD 
officials  stated  that  adjustments  were  made  to  the  federal  system  when 
the  estimates  varied  considerably  from  the  actual  amounts  of  the  accrued 
liabilities.   ESD  should  also  make  these  adjustments  to  accrued  liabil- 
ities (workers'  compensation,  group  insurance,  and  unemployment  insurance) 
at  the  state's  fiscal  year-end.   This  procedure  would  establish  proper 
financial  presentation  of  the  accrued  liabilities  at  both  state  and 
federal  fiscal  year-ends. 

RECOMMENDATION 

We  recommend  that  ESD  adjust  accrued  liabilities  for  actual  amounts 
at  the  staters  fiscal  year-end. 
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DATA  PROCESSING 

As  part  of  our  review  of  ESD's  financial  records,  we  reviewed  the 
operations  of  BSD  computer  facilities  and  controls.   The  division's 
computer  and  related  hardware  are  located  in  the  computer  room  in  the 
Mitchell  Building  along  with  the  Department  of  Administration's  computer 
equipment.   The  division  has  a  staff  of  systems  analysts,  computer 
programmers,  keypunch  operators,  and  support  staff  who  work  at  the 
division's  central  office. 

In  September  1977,  we  issued  a  report  concerning  the  operations  of 
the  Department  of  Administration's  computer  center.   In  that  report  we 
discuss  various  control  weaknesses,  many  of  which  affect  ESD's  computer 
operations  because  both  computers  are  in  the  same  operations  center. 

We  will  not  repeat  all  the  recommendations  contained  in  the  Depart- 
ment of  Administration  report  that  affect  ESD's  activities  because  the 
responsibility  for  making  those  changes  rests  with  the  Department  of 
Administration.   However,  ESD  officials  should  review  our  report  on  the 
Department  of  Administration,  Data  Processing  Facility,  and  assure 
themselves  that  adequate  changes  have  been  made  to  assure  the  safety  and 
confidentiality  of  ESD  data  processing  equipment  and  records. 

The  report  sections  that  follow  contain  discussions  of  problems  we 
found  during  our  review  of  ESD's  computer  facilities  and  related  activities. 
Long  Range  Planning 

During  the  past  few  years,  ESD  has  significantly  increased  its  use 
of  computer  oriented  payment  and  accounting  systems.   Currently  the 
division  uses  the  computer  to  process  the  federal  cost  accounting 
system,  the  unemployment  benefit  payment  system,  and  the  unemployment 
tax  receipts  accounting  system,  in  addition  to  other  smaller  programs. 
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Division  officials  are  currently  contemplating  placing  additional  activ- 
ities on  the  computer  and,  with  the  encouragement  of  the  U.S.  Department 
of  Labor,  they  are  considering  establishing  on-line  data  entry  to  replace 
current  batch  processing  techniques  for  data  entry.  We  could  find  no 
formal  plan  predicting  ESD's  future  data  processing  equipment  needs. 

RECOMMENDATION 

We  veoorrmend  that  ESD  establish  a  formal,  written  plan  to  project 
its  data  processing  equipment  needs. 
Data  File  and  Program  Security 

Our  review  of  basic  security  procedures  in  effect  at  ESD  to  protect 

data  files  and  computer  programs  revealed  the  control  weaknesses  listed 

below. 

ESD  does  not  have  a  security  manual  describing  basic  security 
procedures  and  requirements . 

Keys  to  the  data  file  storeroom  at  the  ESD  building  are  kept  in  an 
unlocked  desk  drawer  accessible  to  unauthorized  personnel. 

Passwords  necessary  to  provide  on-line  access  to  certain  ESD  data 
files  have  never  been  changed. 

ESD  does  not  perform  a  formal  review  of  the  console  log  generated 
by  its  computer  console.   Console  log  pages  are  not  prenumbered. 

No  standard  procedures  exist  for  evaluating  the  necessity  of  backup 
files  or  determining  that  all  necessary  backup  files  are  being 
maintained . 

No  formal  review  is  made  by  ESD  to  determine  if  disaster  files 
maintained  for  ESD  by  the  Department  of  Administration  are  adequate. 

In  order  to  assure  the  adequacy  of  security  measures  in  effect  for 

its  data  files  and  computer  programs,  ESD  should  perform  a  periodic 

security  review  of  its  computer  facilities.   These  reviews  should  include 

a  review  of  disaster  files,  program  docvraientation,  and  computer  center 

operations. 
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RECOMMEmATIOI^ 

We  recommend  that  ESB: 

1.  Correot  the  control  weaknesses  discussed  above. 

2.  Perform  periodic  security  reviews  of  its  computer  opera- 
tions and  facilities. 

System  and  Program  Documentation 

During  our  review  of  ESD's  programming  activities,  we  were  told 
that  ESD  programmers  do  not  always  use  standard  documentation  conven- 
tions when  they  prepare  documentation  for  programs.   The  use  of  standard 
conventions  is  an  accepted  technique  for  assuring  consistency  within 
program  documentation  and  comparability  between  documentation  prepared 
by  different  programmers.   The  Information  Systems  Division  of  the 
Department  of  Administration  has  developed  standard  conventions  for  use 
by  all  state  agencies  when  computer  program  documentation  is  prepared. 

During  our  review,  we  also  found  that  ESD  does  not  require  program- 
mers to  prepare  backup  documentation  for  its  computer  programs .   In 
order  to  preserve  the  program  documentation  in  case  of  a  disaster,  up- 
to-date  backup  documentation  should  be  maintained  in  a  location  separate 
from  original  documentation  files. 

RECOMMENDATION 

We  recommend  that  ESD: 

1.  Require  computer  programmers  to  use  standard  documentation 
conventions  developed  by  the  Department  of  Administration 
when  they  prepare  program  documentation. 

2.  Establish  adequate  backup  program  documentation  at  an 
off-site   location. 
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Program  Change  Approval 

Current  ESD  procedures  do  not  require  supervisory  review  and 
approval  of  programs  or  program  changes.   This  review  is  necessary  to 
provide  consistency  between  programs  and  to  ensure  the  integrity  of  the 
computer  programs. 

After  a  program  revision  has  been  approved  by  the  supervisor  it 
should  be  entered  in  a  change  log.   A  separate  change  log  should  be 
maintained  for  each  significant  application  to  provide  a  historical 
record  of  program  development. 

RECOMMENDATION 

V!e  veoommend  that  ESD: 

1.  Require  a  documented  supervisory  review  of  all  programs 
and  program  changes  initiated  by  programmers. 

2.  Establish  a  log  of  changes  made  to  active  computer 
programs . 

Disaster  Plan 

The  division  has  not  established  a  plan  for  reestablishment  of  its 
computer  operations  if  a  disaster  should  happen.   This  plan  should 
contain  a  description  of  what  to  do  if  a  disaster  strikes  including 
instructions  on  the  use  of  fire  fighting  equipment  and  an  evacuation 

plan;  a  survey  of  current  data  processing  applications  to  determine  the 
priority  of  each  when  operations  are  restored  after  a  disaster;  a  formal 
agreement  with  at  least  one  other  computer  facility  having  similar 
equipment  to  provide  backup  computer  facilities;  and  a  plan  for  equip- 
ment replacement  and  reestablishment  of  operations  in  another  location 
if  a  disaster  should  strike. 
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A  plan  of  this  type  is  especially  important  at  ESD  because  of  the 
volume  of  payments  made  by  the  division  and  the  nature  of  those  payments. 
A  long  delay  in  processing  benefit  payments  could  place  some  benefit 
recipients  in  unfortunate  situations. 

RECOMl^EmATION 

We  reoorrmend  that  ESD  establish  an  adequate  disaster  reaovery  plan 
for  preserving  or  reestablishing  its  computer  facilities. 
FIXED  ASSETS 

In  conjunction  with  its  federal  cost  accounting  system,  the  Employ- 
ment Security  Division  maintains  complete  fixed  asset  records.   These 
records  include  the  tag  number,  location,  description,  original  cost, 
accumulated  depreciation  (where  appropriate) ,  and  net  book  value  for 
each  item  in  the  ESD  fixed  asset  inventory.   At  June  30,  1976,  the  cost 
of  fixed  assets  (including  land  and  buildings)  in  the  ESD  inventory  was 
$4,724,015,  and  the  net  book  value  was  $3,735,674.   At  June  30,  1977, 
the  cost  of  fixed  assets  in  inventory  was  $4,954,772  with  a  net  book 
value  of  $3,775,005.   Our  review  of  fixed  assets  and  related  accounting 
records  revealed  the  problems  discussed  below. 
Building  Valuation 

When  construction  was  begun  on  the  ESD  building  addition  in  1972, 
funding  was  obtained  from  three  sources.   The  funds  received  from  these 
sources  were  charged  to  the  long-term  liability  account  and  capitalized 
as  part  of  the  ESD  building  account.   When  ESD  recorded  the  actual 
expenditures  for  the  building  addition  in  September  1975,  these  costs 
were  also  charged  to  the  building  account  and  as  long-term  liabilities. 

Due  to  the  double  counting  of  expenditures,  the  cost  of  the  ESD 
building  addition  is  overstated  by  $387,527  in  both  fiscal  years  1975-76 
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and  1976-77  and  long  term  liabilities  were  overstated  by  $377,000  in 
both  years.   Accumulated  depreciation  and  net  book  value  are  also  over- 
stated. 

RECOMMENDATION 

We  veoommend  that  ESD: 

1.  Adopt  proper  aoaounting  procedures  for  recording  the 
value  of  buildings. 

2.  Correct  the  errors  in  the  building  account  discussed 
above. 

Recording  of  Fixed  Assets 

The  SESA  Accounting  System,  Report  Utilization  Guide,  provides  in 
part  that  "a  purchased  asset's  value  includes  the  costs  of  transpor- 
tation and  installation  . . .  trade-in  allowance  will  reduce  the  actual 
purchase  price."  We  determined  from  our  sample  testing  that  ESD  used 
this  procedure  for  recording  fixed  asset  acquisitions. 

This  trade-in  accounting  procedure  conflicts  with  generally  accepted 
accounting  principles  promulgated  by  the  American  Institute  of  Certified 
Public  Accountants.   Accounting  Principles  Board,  Opinion  Number  29, 
"Accounting  for  Nonmonetary  Transactions,"  states  that  when  similar 
assets  are  exchanged  and  a  monetary  consideration  (boot)  is  paid,  the 
asset  acquired  should  be  recorded  at  the  sum  of  the  cash  paid  plus  the 
book  value  of  the  old  asset  surrendered. 

We  determined  from  our  sample  testing  that  the  method  used  also 
conflicts  with  the  division's  Employment  Security  Manual  which  provides 
that  equipment  control  records  should  be  maintained  showing  the  unit 
cost  at  time  of  acquisition  including  the  value  of  any  trade-in  for  each 
item  of  equipment  on  hand.   According  to  ESD  officials,  the  SESA  accounting 
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guide  is  the  controlling  manual  to  use  for  recording  purchased  assets  in 
the  federal  accounting  system. 

ESD  should  record  fixed  assets  at  purchase  prices  adjusted  for 
trade-in  allowances  and  book  value  of  assets  traded.   ESD  officials 
should  record  fixed  asset  values  in  the  federal  accounting  system  in 
accordance  with  generally  accepted  accounting  principles. 

RECOMMEmATION 

We  veoorrmend  that  ESD  veoovd  fixed  asset  values  in  accordance  with 
generally  accepted  accounting  principles. 
Transfer  of  Equipment 

ESD  personnel  use  transfer  slips  to  document  the  movement  of  fixed 
assets  from  one  location  to  another  within  the  agency.   Presently,  the 
transferor  initiates  the  transfer  slip  and  sends  the  slip  with  the 
equipment  to  the  transferee.   Upon  receipt  of  the  equipment,  the  trans- 
feree initials  the  transfer  slip  and  submits  it  to  the  central  ESD 
office  in  Helena  to  update  their  records.  We  determined  that  ESD  does 
not  always  use  transfer  slips  to  record  the  movement  of  fixed  assets. 

Three  video  equipment  items  that  were  recorded  on  the  equipment 
listing  as  being  in  the  basement  of  the  Helena  ESD's  central  office  were 
found  in  the  Butte  WIN-CEP  Center.   An  ESD  employee  in  charge  of  fixed 
assets  stated  that  often  the  transfer  slips  are  not  sent  out  or  returned 
when  equipment  is  moved  from  one  location  to  another.   In  order  to 
properly  record  the  location  of  equipment,  ESD  should  require  the  use  of 
transfer  slips  for  all  equipment  transferred. 

RECOMMEWATION 

We  recommend  that  local  and  central  office  personnel  require  the 

use  of  transfer  slips  to  assure  proper  recording  of  the   location 

of  fixed  assets. 

-Ik- 


Land 

ESD's  fixed  asset  records  list  the  cost  of  the  land  ESD's  head- 
quarters building  occupies  as  $31,962.   This  amount  represents  the  cost 
of  excavating  the  basement  for  the  building.   We  researched  the  history 
of  this  land  and  found  that  the  state  of  Montana  purchased  it  for  $1,000 
in  1919.   This  amount  represents  the  actual  cost  of  the  land.   ESD 
should  correct  the  overstatement  in  the  land  account  by  restating  the 
land  at  its  proper  acquisition  price  of  $1,000. 

RECOMMENDATION 

We  reaommend  that  ESD  correct  the  overstatement  in  the  land  account. 
REVENUE 

As  discussed  on  page  10  of  this  report,  ESD  collected  $18,098,000 

and  $24,662,000  from  employers  for  pajnnent  of  unemployment  taxes  for 
fiscal  years  1975-76  and  1976-77,  respectively.   Current  procedures  for 
recording  these  amounts  in  the  ESD  general  ledger  require  that  they  be 
recorded  as  "contributions  earned"  in  the  clearing  fund  ledger  code  when 
they  are  received  from  employers.   These  funds  are  transferred  from  the 
clearing  account  to  the  unemployment  insurance  trust  fund  where  they  are 
held  until  they  are  needed  to  pay  benefits. 

When  funds  are  received  from  the  trust  fund,  they  are  recorded  as 
"cash  receipts"  (revenue)  in  the  benefits  account  fund  ledger  code. 
This  accounting  for  moneys  received  from  the  trust  fund  is  not  proper. 
Amounts  collected  from  employers  and  deposited  in  the  clearing  account 
represent  actual  cash  receipts  available  to  pay  benefits  and  should  be 
recorded  as  such  in  the  general  ledger.  Amounts  received  from  the  trust 
fund  should  be  recorded  as  cash  transfers  and  not  cash  receipts. 
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In  order  to  accomplish  the  proper  recording  of  these  transactions, 
ESD  should  combine  the  trust  fund  and  unemployment  insurance  benefits 
fund  ledgers  within  the  federal  accounting  system.   This  would  provide  a 
clearer  picture  of  benefit  payment  funds  and  allow  for  the  proper  recording 
of  cash  received  from  employers. 

RECOMMENDATION 

We  reoorrmend  that  ESD: 

1.  Combine  the  oleccping  account  and  benefit  account  fund 
ledgers  in  the  federal  accounting  system. 

2.  Record  employer  tax  collections  as   "cash  receipts"  when 
received  from  the  employer. 

3.  Discontinue  recording  funds  requested  from  the  unemploy- 
ment insurance  trust  fund  as   "cash  receipts. " 

ADMINISTRATIVE  EXPENDITURES 

Administrative  expenditures  for  ESD  exceeded  $8,200,000  and  $9,800,000 
in  fiscal  years  1975-76  and  1976-77,  respectively.   These  expenditures 
are  processed  through  the  Statewide  Budgeting  and  Accounting  System  and 
are  paid  using  all  purpose  state  warrants.   We  found  the  problems  discussed 
in  the  following  sections  during  our  review  of  ESD's  administrative 
expenditures. 
Warrant  Mailing 

Presently,  ESD  prepares  transfer-warrant  claims  for  payments  made 

to  vendors.   The  State  Auditor's  Office  prepares  the  warrants  for  these 
expenditures  and  sends  the  warrants  back  to  ESD  for  distribution  to  the 
vendors.   According  to  an  ESD  official,  the  reason  for  this  procedure  is 
that  ESD  is  exempt  from  postage  and  has  its  ovm  "franked"  (postage  paid) 
envelopes  which  it  uses  to  mail  these  warrants. 
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To  establish  adequate  control  over  expenditures,  the  claim  pre- 
paration and  warrant  mailing  functions  should  be  separated.   ESD  should 
discuss  with  the  State  Auditor  the  possibility  of  having  the  warrants 
mailed  from  the  Auditor's  Office  in  ESD  envelopes.   Warrants  should  be 
sent  directly  from  the  State  Auditor  to  the  vendor,  as  is  done  with 
other  state  agencies'  vendor  warrants,  rather  than  being  returned  to 
ESD.   ESD  could  still  maintain  control  of  the  franked  envelopes  by 
keeping  a  log  of  the  envelopes  provided  to  the  State  Auditor  and  the 
number  of  warrants  mailed. 

RECOMMENDATION 

We  reoommend  that  ESD  vendor  warrants  be  mailed  to  vendors  by 
the  State  Auditor's  Office. 
Registration  Fees 

During  our  review  of  ESD  employees'  travel  vouchers  relating  to 
training  sessions  sponsored  by  ESD,  we  found  an  expense  item  on  the 
vouchers  entitled  "registration  fees."  ESD  officials  stated  this  fee 
was  used  to  buy  supplies,  coffee,  and  doughnuts  for  the  sessions.   We 
found  that  ESD  did  not  maintain  adequate  supporting  documents  for  the 
receipts  collected  from  these  fees  or  the  items  purchased  with  the 
money.   As  a  result,  at  one  training  session  held  in  Great  Falls,  approxi- 
mately $119  of  cash  receipts  were  unaccounted  for.   At  two  other  sessions 
where  registration  fees  were  charged,  we  were  unable  to  determine  the 
amounts  collected  or  expended,  due  to  the  lack  of  receipts  or  other 
documentation. 

RECOMMENDATION 

We  reoorrmend  that  ESD  maintain  supporting  doauments^   including 
receipts  for  fees  collected  and  meeting  expenses^  for  all  trans- 
actions relating  to  training  sessions  and  registration  fees. 
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PERSONAL  SERVICES 

Payroll  expenditures  reported  by  ESD  were  $6,630,823  and  $7,984,684 
for  fiscal  years  1975-76  and  1976-77,  respectively.   These  totals  were 
comprised  of  expenditures  for  personal  services,  annual  leave  taken,  and 
personal  benefits.   As  part  of  our  audit  of  ESD,  we  evaluated  existing 
internal  control  surrounding  payroll  activities  and  reviewed  selected 
payroll  transactions.   In  our  examination  we  found  the  payroll  internal 
control  and  recordkeeping  problems  discussed  below. 
Internal  Control 

Payroll  Internal  control  procedures  currently  in  effect  at  ESD  are 

inadequate.   The  payroll  clerk  performs  incompatible  functions,  which 

provide  the  opportunity  for  unauthorized  and  incorrect  adjustments  to 

the  biweekly  payroll  and  misappropriation  of  payroll  warrants.   Some  of 

the  control  problems  we  found  are  listed  below. 

The  payroll  clerk  prepares  the  prepayroll  and  payroll  status  forms 
and  stamps  them  with  the  administrator's  signature.   The  documents 
are  then  given  to  the  deputy  administrator  for  administrative 
services  for  review.  We  found  that  neither  the  administrator  nor 
his  appointed  assistant  reviews  and  personally  signs  all  prepayroll 
and  payroll  status  forms  before  the  documents  are  sent  to  central 
payroll. 

The  payroll  clerk  is  responsible  for  the  distribution  of  salary 
warrants  to  the  local  offices  and  for  holding  unclaimed  salary 
warrants.   ESD  should  assign  payroll  warrant  distribution  and 
control  duties  to  someone  independent  of  the  payroll  preparation 
process. 

Employees  are  not  required  to  sign  payroll  status  forms  authorizing 
deductions  from  or  increases  in  their  pay.   Signatures  on  these 
forms  are  necessary  to  prove  that  employees  know  of  payroll  changes 
and  have  authorized  payroll  deductions. 

Each  section  head  receives  a  copy  of  the  prepayroll  listing  of 
payroll  transactions  charged  against  his  section  each  pay  period. 
In  order  to  provide  additional  control  over  payroll  expenses,  the 
local  office  managers  should  also  receive  a  copy  of  the  prepayroll 
listing  for  their  offices.   These  managers  should  review  the  listing 
and  immediately  report  discrepancies  in  writing. 
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When  someone  other  than  the  employee  picks  up  an  unclaimed  salary 
warrant,  the  payroll  clerk  does  not  require  that  person  to  sign  for 
the  employee's  salary  warrant. 

The  W-2  forms  are  placed  in  the  mail  by  the  payroll  clerk  who  is 
responsible  for  the  preparation  of  the  payroll  and  distribution  of 
certain  salary  warrants. 

Employee  withholding  exemption  certificates  (W-4  forms)  and  Desig- 
nation of  Person  Authorized  to  Receive  Decedent's  Warrants  forms 
were  not  always  included  in  all  employees'  files. 

Time  distribution  reports  were  not  up  to  date  and  employees  did  not 
fill  out  time  distributions  daily.  This  is  necessary  so  that  costs 
may  be  charged  to  the  proper  activity  codes  in  ESD's  cost  reports. 

Due  to  the  nature  of  these  control  weaknesses  we  were  required  to 
spend  a  substantial  number  of  hours  auditing  payroll  transactions.   If 
internal  controls  were  improved,  the  amount  of  audit  work  could  be 
substantially  reduced.   Several  of  the  points  mentioned  above  were 
discussed  in  our  previous  BSD  report.   The  applicable  prior  report 
recommendations  have  not  been  implemented.   Correction  of  the  control 
weaknesses  described  above  will  enhance  control  over  payroll  trans- 
actions. 

RECOMMEWATION 

We  recommend  that  ESD  aorreat  the  pcq^roll  internal  aontrol  weak- 
nesses noted  above. 
Payroll  Allocation 

The  Federal  Cost  Accounting  System  (CAS),  Report  92,  Activity  Cost 
by  Appropriation,  shows  current  month  funded  and  unfunded  costs  for  each 
fund  ledger  (program)  by  functional  activity.   The  CAS  Report  61, 
Status  of  Obligational  Authority,  shows  monthly  and  cumulative-to-date 
fiscal  activity  by  expense  classification  for  each  active  program  or 
project.   During  our  review  of  fund  ledgers  we  found  that  personal 
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services  expenses  reported  on  Reports  92  and  61  did  not  agree  for  cer- 
tain fund  ledgers. 

In  one  case,  ESD  transferred  expenditures  from  the  Old  West  Com- 
mission, Job  Corps,  and  CETA  projects  to  ES  Grants.   The  federal  regu- 
lations contained  in  the  Cost  Accounting  Manual,  Section  2-6(4),  state 
that  "except  as  otherwise  provided  by  law,  sums  appropriated  shall  be 
applied  solely  to  the  objects  for  which  they  are  respectively  made,  and 
for  no  others."  The  transfer  of  expenditures  was  made  to  avoid  over- 
expenditure  of  the  obligational  authority  for  the  Old  West  Commission, 
Job  Corps  and  CETA  projects  and  to  pay  the  employees  who  worked  on  these 
projects.   An  ESD  official  stated  that  if  these  transfers  had  not  been 
made  and  Report  61  was  submitted  without  any  type  of  adjustments  to 
Report  92,  ESD  would  have  received  a  "nasty  letter"  from  the  regional 
office  informing  them  that  they  had  overspent  their  obligational  authority. 
To  comply  with  federal  regulations  and  to  ensure  that  cost  data  for 
personal  services  are  valid,  ESD  should  report  expenditures  on  Report  61 
as  actually  incurred  and  reported  on  Report  92. 

In  another  instance,  costs  reported  on  Report  92  for  the  Local  WIN 
Project  1976  were  distributed  on  Report  61  among  the  Local  WIN  Project 
1976,  CETA  Win  Governor's  Employment  and  Training  Council  (GETC) ,  and 
WIN  registration  programs.   The  time  distribution  sheets  did  not  have  a 
project  code  for  WIN  registration,  so  the  costs  associated  with  this 
program  were  allocated  on  the  basis  of  activity  codes  for  recording  on 
Report  61.   There  were  not  any  project  codes  for  WIN  registration  because 
of  the  difficulty  in  determining  time  charges  for  that  program.   To 
assure  proper  cost  reporting  on  the  federal  reports,  ESD  should  establish 
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project  codes  for  all  programs  and  inform  employees  to  charge  their  time 
to  the  appropriate  codes. 

In  these  and  other  instances,  ESD  officials  were  unable  to  provide 
us  with  written  documentation  for  transfers.   ESD  should  obtain  written 
authorization  from  the  U.S.  Department  of  Labor,  prior  to  initiating 
transfers  between  program  codes. 

RECOMMENDATIOI^ 

We  recommend  that  ESD: 

1.  Comply  with  federal  regulations  stated  in  the  Cost 
Accounting  Manual,   Section  2-6(4),   for  reporting  expen- 
ditures and  obligational  authority  in  the  federal  system. 

2.  Obtain  prior  written  authorization  from  the  U.S.   Depart- 
ment of  Labor  for  all  transfers  of  expenditures  between 
project  codes. 

Time  Distribution  Controls 

Each  ESD  employee  prepares  a  monthly  time  distribution  report  to 
record  hours  worked  by  program.   The  employee  then  gives  his  time  report 
to  his  supervisor  who  reviews  and  signs  it  and  sends  it  to  the  central 
office  fiscal  section. 

During  our  review  of  a  sample  of  the  time  distribution  reports,  we 
noted  that  many  employees  are  preparing  and  signing  the  reports  in 
pencil.   In  some  instances  the  supervisor's  signature  was  also  in  pencil. 
In  our  last  audit  we  noted  that  time  reports  had  been  altered,  without 
the  employee's  knowledge,  in  order  to  transfer  costs  between  programs. 
These  alterations  were  made  to  correct  errors  and  to  stay  within  program 
budget  limits. 
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In  our  previous  audit  report  we  reconmended  that  ESD  require 
employees  and  supervisors  to  prepare  and  sign  the  reports  in  ink  in 
order  to  prevent  their  alteration.   We  also  recommended  that  any  cor- 
rections made  should  be  in  red  and  initialed  by  the  person  making  the 
changes . 

RECOMMENDATION 

We  recommend  that  ESD  require: 

1.  Employees  to  prepare  time  distribution  reports  in  ink. 

2.  Employees  and  their  supervisors  to  sign  time  distribution 
reports  in  ink. 

3.  Changes  on  time  distribution  reports  to  be  alearly  marked 
and  initialed  by  the  person  making  the  changes. 

Employee  Evaluations 

The  ESD  payroll  clerk  prepares  evaluation  forms  for  all  employees 
once  a  year  and  sends  them  to  the  employees'  supervisors  to  be  completed. 
The  payroll  clerk  does  not  keep  a  record  to  verify  that  all  evaluation 
forms  are  completed  by  the  supervisors,  returned,  and  filed  in  employees' 
personnel  files.   We  found  that  several  employees  had  not  received  a 
performance  evaluation  for  over  a  year.   The  most  recent  evaluations  in 
some  personnel  files  were  prepared  during  fiscal  year  1974-75. 

Employee  evaluations  are  necessary  to  assure  management  that  employees 
are  performing  adequately.   They  also  help  inform  employees  of  problems 
that  may  be  affecting  the  efficiency  or  effectiveness  of  their  work.   To 
accomplish  these  objectives,  ESD  should  verify  that  all  evaluations  are 
completed,  returned,  and  filed  in  the  appropriate  employee's  file. 
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RECOMMENDATION 

We  reaorrmend  that  ESD: 

1.  Maintain  veoords  to  verify  that  all  employee  evaluations 
sent  out  are  aompletedj   returned^   and  filed  in  the  appro- 
priate employee  's  file. 

2,  Require  that  employee  performanoe  evaluations  be  prepared 
annually. 

FINAL  COMMENTS 

We  have  discussed  this  report  with  the  Commissioner  of  Labor 
and  Industry,  his  staff  and,  where  applicable,  the  Director  of 
the  Department  of  Administration  and  the  State  Auditor.   The  full 
texts  of  their  written  responses  to  this  report  begin  on  page  118. 

We  wish  to  express  our  appreciation  to  these  officials  and  their 
respective  staffs  for  cooperation  and  assistance  during  the  audit. 
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FINANCIAL  STATEMENTS 


DEPARTMENT  OF  LABOR  AND  INDUSTRY 

EMPLOYMENT  SECURITY  DIVISION 

ALL  FUNDS 

BALANCE  SHEET 

June  30,  1977 


ASSETS 

Cash  in  Non-Treasury  Banks 
Cash  in  U.S.  Treasury 
Cash  in  Clearing  Account 
Employee  Advances 
Accounts  Receivable: 

Employer  Contributions — Current 

Penalty  and  Interest 

Allowance  For  Doubtful  Accounts — Business 
Accounts  Receivable: 

Overpayments  of  Benefits — Current 

Overpayments  of  Benefits — Suspended 

Allowance  for  Doubtful  Accounts 
Prepaid  Expenses 
Contract  Advances 
Due  From  Funding  Source  (Note  9) 
Notes  Receivable — Reed  Act  Loans 
Office  Equipment 

Less  Accumulated  Depreciation  of  $362,576 
Office  Furniture  and  Fixtures 

Less  Accumulated  Depreciation  of  $143,301 
Other  Equipment 

Less  Accumulated  Depreciation  of  $75,712 
Buildings 

Less  Accumulated  Depreciation  of  $596,300 
Land  Improvements 

Less  Accumulated  Depreciation  of  $1,876 
Land 
Total  Assets 


Federal  Fuods 

Trust  Fund 

Property  Fund 

$1,178,152 

$5,604,568 
8,683 

1,182 

241,632 

18,989 

(260,621) 

93,545 

290,870 

3,655 

161,040 

(97,200) 

(451,910) 

1,813 

1,113,836 

492,313 
398,000 

$  694,478 

128,703 

36,213 

2,684,888 

$2,466,625 


$6,503,564 


3,081 

227,642 

$3,775,005 


LIABILITIES  AND  FUND  BALAMCE 

Cash  Overdrawn 

Accounts  Payable — Vendors 

Due  to  Funding  Source  (Note  9) 

Accrued  State  Retirement  Expense 

Accrued  Old  Age  Survivors  Insurance 

Accrued  Workers'  Compensation  Insurance 

Accrued  Group  Insurance 

Accrued  Unemployinent  Insurance 

Accrued  Payroll  and  Clearing 

Accounts  Payable — Employer  Contributlona 

Accounts  Payable  Due  Adminletratlon  For 

Penalty  and  Interest 
Due  Funding  Source  For  Contract  Advances 
Payable  to  U.S.  Treasury — Trust  Fund  Loans  (Note  8) 
Bonds  and  Notes  Payable 
Fund  Balances 
Total  Liabilities  and  Fund  Balances 


$  492,313 


97,376 

805,674 

14,039 

11,577 

10,671 

13,352 

4,223 

224,235 


1,113,836 


$2,466.625 


42,889 

3,000  . 

9,284,089 

(3,318,727) 
$6,503,564 


$2,096,564 

1,678.441 

$3.775,005 
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DEPARTMENT  OF  LABOR  AND  INDUSTRY 
EMPLOYMENT  SECURITY  DIVISION 

Notes  to  the  Financial  Statements 
Fiscal  Years  Ended  June  30,  1976  and  1977 

1.    SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared  from  agency 

general  ledgers  maintained  by  ESD  and  not  the  Statewide  Budgeting  and 

Accounting  System.   These  agency  general  ledgers  are  used  as  the  primary 

accounting  records  for  ESD.   The  different  funds  presented  on  the  balance 

sheet,  their  relationship  to  the  state  treasury  fund  structure,  and 

their  purposes  are: 

Federal  Fund — To  account  for  receipt  and  expenditure  of  money 

allocated  to  ESD  by  the  federal  government  for  support  of  ESD 

programs  and  agency  administration.   This  fund  corresponds,  for  the 

most  part,  to  the  federal  and  private  revenue  fund  and  the  federal 

and  private  grant  clearance  fund  within  the  state  treasury  fund 

structure.   This  fund  includes  all  programs  listed  on  the  Statements 

of  Expenditures  Compared  with  Obligational  Authorities  and  the 

Statements  of  Receipts  by  Program,  except  the  UI  Benefits  programs 

(program  numbers  97005,  97006,  and  97007). 

Trust  Fund — To  account  for  tax  moneys  collected  from  employers 

within  the  state  and  to  account  for  money  placed  in  trust  for  the 

state  with  the  United  States  Treasury.   In  addition,  a  limited 

amount  of  penalty  and  interest  payments  received  from  employers  on 

past-due  tax  assessments  prior  to  transfer  to  the  Federal  Fund  is 

included  in  the  trust  fund.   This  fund  includes  only  the  U.I. 

Benefits  programs  (program  numbers  97005,  97006,  and  97007)  listed 

on  the  Statements  of  Expenditures  Compared  with  Obligational  Authorities 
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and  the  Statements  of  Receipts  by  Program.  These  funds  would 
be  accounted  for  in  the  agency  fund  within  the  state  treasury 
fund  structure. 

Property  Fund — To  account  for  fixed  assets  and  equipment  purchased 

by  ESD  and  related  depreciation  and  debt  accounts.   There  is  currently 

no  fund  to  account  for  these  assets  within  the  state  treasury  fund 

structure. 
Basis  of  Accounting 

ESD  maintains  its  accounts  on  the  modified  accrual  basis  of  accounting. 
Modified  accrual  is  defined  as  "that  method  of  accounting  in  which 
expenditures  are  recorded  on  the  basis  of  valid  obligations  and  revenues 
are  recorded  when  received  in  cash.   At  the  end  of  a  fiscal  year,  all 
valid  obligations  against  an  appropriation  are  to  be  accrued  as  expenditures 
as  provided  by  law."   (Montana  Operations  Manual  20240.40) 
Program  Accounting 

All  ESD  receipts  and  expenditures  are  accounted  for  by  program. 
The  Statements  of  Receipts  presented  on  pages  85-86  list  by  program 
number  all  ESD  programs  which  had  receipts  during  fiscal  years  1975-76 
and  1976-77.   The  Statements  of  Expenditures  Compared  with  Obligational 
Authorities  presented  on  pages  87-88  present  all  programs  through  which 
expenditures  were  made  during  fiscal  years  1975-76  and  1976-77. 

In  several  cases  programs  with  the  same  name  but  different  program 
numbers  appear  on  these  two  statements.   This  situation  occurs  because 
ESD  keeps  funds  for  each  program  separate,  according  to  the  fiscal  year 
in  which  the  funds  were  appropriated  by  the  federal  government.   The 
last  digit  of  the  program  number  generally  denotes  the  fiscal  year  from 
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which  the  funds  originated,  i.e.,  a  program  number  ending  in  six  denotes, 
in  most  cases,  a  program  funded  from  a  fiscal  year  1975-76  federal 
appropriation  and  a  program  number  ending  in  seven  denotes,  in  most 
cases,  a  program  funded  from  a  fiscal  year  1976-77  federal  appropriation. 
Allowance  for  Doubtful  Accounts 

ESD  maintains  accounts  receivable  on  a  fully  reserved  basis.   When 
an  amount  is  established  as  an  account  receivable,  it  is  offset  by  a 
corresponding  amount  in  an  allowance  for  doubtful  accounts.   The  revenue 
is  not  recognized  until  cash  is  received. 

ESD  considers  current  accounts  as  collectible  and  suspended  accounts 
as  uncollectible. 
Depreciation  Method 

In  accordance  with  federal  guidelines,  ESD  computes  depreciation 

monthly  using  the  straight-line  method  of  depreciation  for  all  depreciable 

assets.   Assets  are  considered  to  have  no  residual  value.   The  major 

property  groups  and  their  related  depreciable  lives  are  as  follows: 

Buildings  45  years 

Land  Improvements  20  years 

Office  Furniture  and  Fixtures  20  years 

Office  Equipment  10  years 

Automotive  Equipment  3  years 

2.    RETIREMENT  PLAN 

ESD  participates  in  the  Public  Employees'  Retirement  System  which 

covers  substantially  all  division  employees.   For  fiscal  years  1975-76 

and  1976-77  ESD's  contributory  share  was  5.2  and  5.55  percent  respectively, 

of  employees'  salaries  and  wages,  with  employees  contributing  six  percent 

for  both  fiscal  years.   The  retirement  plan  expenses  for  fiscal  years 

1975-76  and  1976-77  were  $306,947  and  $387,766,  respectively. 
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3.  ANNUAL  AND  SICK   LEAVE 

Annual  leave  and  sick  leave  costs  are  not  recorded  as  expenditures 
until  leave  is  taken.   State  law  permits  permanent  employees  to  accumulate 
and  carry  over  into  a  new  calendar  year  a  maximum  of  two  times  their 
annual  accumulation  of  vacation.   Upon  termination,  qualifying  permanent 
employees  having  unused  accumulated  vacation  and  sick  leave  receive 
payment  for  vacation  on  a  100  percent  basis  and  sick  leave  on  a  25 
percent  basis.   Although  this  commitment  is  not  presented  on  the  balance 
sheet  as  a  liability,  ESD's  general  ledger  balances  for  accrued  annual 
leave  were  $787,617  and  $782,718  as  of  June  30,  1976  and  June  30,  1977 
respectively.   ESD  does  not  maintain  records  indicating  the  dollar 
amount  of  liability  for  accrued  sick  leave,  and  that  amount  is  not 
readily  determinable. 

4.  NEGATIVE  RECEIPTS 

Several  programs  listed  on  the  statements  of  receipts  show  negative 
amounts  of  receipts  during  the  fiscal  year.   This  is  caused  when  ESD 
closes  a  program  and  moves  cash  to  another  program  under  authority 
granted  by  the  federal  government  or  when  ESD  returns  cash  to  the  federal 
government. 

5.  UNCLAIMED  FEDERAL  PAYMENTS 

This  account  is  used  by  ESD  to  hold  moneys  accumulated  when  checks 
issued  against  a  program  no  longer  in  existence  become  stale  dated  and 
are  cancelled  by  ESD.   These  moneys  are  returned  to  the  federal  govern- 
ment. 

6.  NEGATIVE  EXPENDITURES 

The  Statements  of  Expenditures  Compared  with  Obligational  Authorities 
contain  negative  program  expenditures  in  certain  instances.   These 
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negative  expenditures  result  from  accounting  entries  made  to  correct 
prior  years'  errors  in  account  balances,  to  close  programs  during  the 
year,  and  to  correct  accrual  estimates. 

7.  PENALTY  AND  INTEREST  PROGRAM 

The  Penalty  and  Interest  Program  shown  on  the  Statements  of  Receipts 
by  Program  and  Statements  of  Expenditures  Compared  with  Obligational 
Authorities  is  used  to  record  receipt  of  penalty  and  interest  to  ESD  and 
subsequent  expenditure  of  that  money  by  ESD  to  support  agency  operations. 

8.  LONG-TERM  DEBT 

ESD  currently  is  indebted  on  one  long-term  bond  issue,  two  long- 
term  notes  and  a  loan  from  the  Unemployment  Trust  Fund.   The  proceeds  of 
the  bonds  and  notes  were  used  to  finance  construction  of  the  addition  to 
the  headqviarters  building  and  various  local  offices.   The  following 
paragraphs  describe  the  obligations: 

A.  ESD  had  $1,096,787  bonds  payable  to  the  State  of  Montana 
Public  Employees'  Retirement  System  at  June  30,  1977.   The 
bond  had  an  8-3/4  percent  interest  rate  until  fiscal  year 
1973-74.   The  rate  was  then  reduced  to  eight  percent  for  the 
remaining  term  of  the  bonds.   Presently  the  annual  payment  on 
the  bonds  is  $176,000,  and  the  issue  will  be  retired  in  1988. 
The  $176,000  payments  are  made  by  ESD  from  funds  provided  by 
the  federal  government. 

B.  ESD  had  a  $398,000  note  payable  to  the  Montana  Unemployment 
Insurance  Trust  Fund  at  June  30,  1977.   This  note  bears  no 
interest  and  is  to  be  repaid  by  ESD  when  the  bond  described  in 
paragraph  A  of  this  note  is  retired.   The  source  of  funds  to 
retire  this  note  is  the  same  as  for  the  above-described  bond 
issue. 
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C.  ESD  had  a  $224,777  note  payable  to  its  penalty  and  interest 
program  at  June  30,  1977.   This  note  bears  no  interest  and  is 
to  be  repaid  by  ESD  when  the  bond  and  note  previously  described 
in  this  footnote  have  been  retired.   The  federal  government 
will  provide  the  funds  to  retire  this  note. 

D.  ESD  had  two  loans  totalling  $9,284,089  from  the  Federal  Un- 
employment Trust  Fund  as  of  June  30,  1977.   These  loans  were 
received  during  fiscal  years  1975-76  and  1976-77.   The  loans 
must  be  repaid  within  two  years  of  the  date  received.   They  do 
not  bear  interest.   If  not  repaid  within  two  years,  the  United 
States  Department  of  Labor  may  reduce  the  Federal  Unemployment 
Tax  Credit,  which  state  employers  are  currently  receiving,  and 
use  the  proceeds  to  repay  the  loans.   The  state  may  apply  for 
a  deferral  of  the  reduction  of  the  federal  credit  if  the  state 
unemployment  tax  structure  meets  U.S.  Department  of  Labor 
requirements.   These  requirements  are  designed  to  ensure  that 
the  state  will  be  able  to  repay  the  loans  from  future  employer 
taxes. 

9.    DUE  FUNDING  SOURCE 

This  account  normally  represents  the  amount  of  unexpended  federal 
cash  in  each  program  at  fiscal  year  end.   The  balance  sheet  accounts. 
Due  to  Funding  Source  and  Due  From  Funding  Source,  described  below, 
represent  the  net  balance  of  the  programs  in  the  Federal  Fund  and  the 
Trust  Fund.   When  netted,  those  accounts  equal  the  balance  on  the  Statement 
of  Changes  in  Due  Funding  Source  for  the  fiscal  year  ended  June  30, 
1977. 
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Due  to  Funding  Source 

This  account  normally  represents  ESD's  liability  to  the  federal 
government  for  money  received  but  not  yet  expended.   Amounts  received 
but  not  expended  at  the  completion  of  a  program  revert  to  the  federal 
government. 

Due  From  Funding  Source 

This  account  is  a  receivable  of  ESD  from  the  Montana  Unemplo^nnent 
Trust  Fund.   This  receivable  exists  because  benefit  payments  have  been 
made,  but  funds  have  not  yet  been  transferred  from  the  Montana  Unemployment 
Trust  Fund  to  the  benefits  bank  account  to  support  those  payments. 
10.   LEASED  PREMISES 

Presently,  ESD  leases  20  buildings  throughout  the  state  for  local 
offices,  WIN  and  CEP  centers,  and  a  Casual  Labor  Office.   All  lease  pay- 
ments are  made  monthly  with  the  lowest  payment  currently  being  $135  and 
the  highest  $2,887.   Total  yearly  payments  for  all  leased  buildings  were 
$68,600  and  $102,363  for  fiscal  years  1975-76  and  1976-77. 

The  following  schedule  lists  future  minimum  rental  payments  required 
under  operating  leases  that  have  initial  or  remaining  noncancelable 
lease  terms: 

Year  ending  June  30: 

1978  $131,180 

1979  69,500 

1980  55,940 

1981  50,020 

1982  29,042 
Total  minimum  payments  required                  $335,682 
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SUPPLEMENTARY  SCHEDULES 
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DEPARTMENT  OF  LABOR  AND  INDUSTRY 

EMPLOYMENT  SECURITY  DIVISION 

SUPPLEMENTAL  BALANCE  SHEET  OF  SESA  FUND  //90000 

June  30,  1977 


Account 

Number 

Assets 

Cash 

100 

Imprest  Fund 

101 

Cash  on  Deposit 

107 

Travel  Revolving 

Total  Cash 

Receivables 

109 
220 


140 


200 
210 


240 

241 

242 

245 

244 

250 
260 


Employee  Advances 

Due  From  Program  Appropriations 

Total  Receivables 

Other  Assets 
Prepaid  Expenses 
Total  Assets 

Liabilities 
Current  Liabilities 
Accounts  Payable — Vendors 
Due  Funding  Source 
Total  Current  Liabilities 

Accrued  Liabilities 
Accrued  Liability — State 

Retirement 
Accrued  Liability — Old  Age 

Survivors  Insurance 
Accrued  Liability — Workers' 

Compensation  Insurance 
Accrued  Liability — Unemployment 

Insurance 
Accrued  Liability — Group 

Insurance 
Accrued  Payroll 
Payroll  Clearing 
Total  Accrued  Liabilities 
Total  Liabilities 


$   1,600 

194,643 

4,593 


1,182 
171,642 


$  97,376 
-0- 


14,039 

11,577 

10,671 

4,223 

13,352 
251,443 
(27,208) 


$200,836 


172,824 


1,813 
$375,473 


$  97,376 


278,097 
$375,473 


-98- 


DEPARTMENT  OF  LABOR  AND  INDUSTRY 

EMPLOYMENT  SECURITY  DIVISION 

SUPPLEMENTAL  BALANCE  SHEET  FOR  THE  PROPERTY  FUND 

June  30,  1977 


Account 

Number 

Assets 

150 

Land 

151 

Land  Improvements 

152 

Buildings 

153 

Office  Furniture 

and  Fixtures 

154 

Office  Equipment 

155 

Other  Equipment 

161 

Accumulated  Depreciation, 

Land  Improvements 

162 

Accumulated  Depreciation, 

Buildings 

163 

Accumulated  Depreciation, 

Office  Furniture  and  Fixtures 

164 

Accumulated  Depreciation, 

Office  Equipment 

165 

Accumulated  Depreciation, 

Other  Equipment 

Total  Assets 

Liabilities 

280 


390 
391 


510 
520 


Long-Term  Liabilities 


Investment 


Fund  Investment 

Gain  or  (Loss)  on  Sale  of 

Assets 
Total  Investment 

Unfunded  Costs 
Premises  Depreciation 
Equipment  Depreciation 
Total  Unfunded  Costs 
Total  Liabilities,  Invest- 
ments and  Unfunded  Costs 


$1,829,515 
(7,263) 


(54,989) 
(88,822) 


$  227,642 

4,957 

3,281,188 

272,004 

1,057,056 

111,925 

(1,876) 

(596,300) 

(143,301) 

(362,578) 

(75,712) 
$3,775,005 

$2,096,564 


1,822,252 

(143,811) 
$3.775,005 


-99- 


-i  \r\  ^   ?0  O  'N  r 


9  10      -1  r-i  —  < 


T  .rt  o  O 


ff.        eo  " 


0OOr~— .,»0'. 


■»  ufi   *  CO  O   a 


1  ,o  O  O  —  O 


t  ■'-1  O  -a  i-j  f 


,-iKi<OiriiMO'~i 


sans 


30OO^-''^OO•J 
■^-^Oun-,a'\C-,j'U 


■^    *£>   ff^   O   ^   f 


LOGO    ^<tO'/^'NOOOi-JCT>Or"» 


S  5  5  a.  ui 

u  u.  c 


ii.[h    ui        >       ■? 


5   O   ,^   r-   —  o  CM  .« 


OOO^tTi'^w^^   fcOO^'C^^Or' 


,-,  __-._,,,,,___..  ,  ,_,         Off-         OOO         m-JCT'iOi"         -Oin 


^   O  f-J   <n    (^ 


1  O  -C  -»  O  iTi  >a 


5  O  CO   O   O   "   r 


-   O  O   O  O  -: 


">  O  O   O  1"  OC  J 


0-a<nO(~JfN(-ieor 


"  O  l/^  urt  CO  <■ 


3  O  Of 


O  -">  O  O 


«  m  s»  <->  O  r 


•*  "         OOO 


r   r-     m  o  ^   u 


o   n   u 


^ 

^ 

^ 

^ 

^ 

^ 

m 

-1 

^ 

, 

m 

J 

^ 

^ 

ni 

•  n 

^ 

^ 

^ 

nn 

.n 

^ 

fT. 

-1 

,„ 

„ 

n 

p,. 

r-i 

P^ 

^ 

fT. 

^ 

^ 

CO 

rt 

O 

u-> 

o 

o 

o 

o 

M 

« 

^ 

tn 

O 

o 

-T 

O 

u^ 

dj 

O 

o 

.O 

to 

*J 

•J 

-a 

w|o; 

o 

<x 

o-i 

o 

CJ 

U-1 

o- 

fM 

~ 

m 

^- 

<M 

-■ 

-■ 

-' 

-■ 

-■ 

-■ 

"" 

s 

82 

000 
50O 
330 
540 
000 
000 
055 
000 
010 
091 
458 
364 
327 
000 
052 
135 
000 
566 
819 
940 
000 
890) 
417 
349 
382) 
405 
290 
605 
887 
500 
997 
652 
348 
527 
000 
456 
082 
513 
550 
079 
984 
427 

CD  en  •c  ^  (S  r-,  o 

!^  S  S  3  S  !^  S 

SSSSgg 

O  ,/!  ,r>  n  ,n  o 

248 
700 
940 
560 
942 
000 
000 
000 
896 
000 
401 
500 
000 
820 
123 

3  ./I 

,H  ^  «  N  ,/>  (D  r^ 
t^  ^  tn  ^  tf  'O  O 

,^  (N   O,           <M   ,H 

<r  O  <->  1^  O  tN 
CO  o)  r^  •?  r~  IS 

796 

176 

1,028 

3,642 

489 

3,065 

310 

8 

6 

2 

25 

4 

29.240 

46 

S62,938 

■^1'". 


00000000000.0-^-^0 
Ofn--iOCOQ'^-30r"CO-9fn0^f 
0'-<u^o**^Ofni/>'O^C>Cr*r^Or 


1,0000'' 


-oa>'N  of^t*<'«icoooCT'0'~-osO'f 


-iOOOOOOff>u^O-^'.Ou'i--OU 


I  o  (^  r-  w  f 


5o<fOi^'»0'"sDOf 


iO^0u'>''lO'~l-3'Oi->f 


r  -T  o  u-1  o  o  . 


3   O     ec   O  O  - 


*  -3-   -J   »>   •£>  .O 


■    0)    «  C  K   ► 

c   c  6  a.' 

I  r«  Tfl  E^  a.  I 

■i  o  3  I 


I    m     E     E    E    C    ( 


•  u-l    C    U  u^    I 


_<<<T3    coo  —   l/>    COOTS'' 


1  u  y  o  w  !: 


«    C    u   u    M    c  ■« 

jugOUWC-H  C 

~  I.  T'  V  V  o  u  ■" 

-C--OO.J*  k. 

■•  U    C   Bl.  Du    u   H 

~*'    G  "o 

'    O   H  -^ 

O**io~    O—     k.5  « 

_      (0  <«!<*- 


(  ji        —  u  o  -■  - 

o       V.  to  w  ■-  - 

£3  3  U   O   O         h-  ( 


o.       o.  a>   I   a>  uJ  u  u 

w   nuwu  —  Mi/> 

ocouooe-tt.'.  ___ 

m  t.  —  >  ai3u;ufl 

<4.'<<        <<<—        <<a.u         I        a 
H   CHH  —  e-t-r-"'^'-^'"   0)-3OO 
uouoai     <3uj:uuauocjcuft.i-'0"i30=-irt  = 


I  c>  o*  o  o  o  1" 


KC»*13>(»'0>0-3*<^ 


■>0'~''iOf~-i'^0'^inr^Omi^O*r^O»Cf--*r»«r~r-«     r-~i-->j 

■»ooooo    OO- 


■^^^r^OOcOQ^^OOO^H— 4p. 


-100- 


•T    —  O 


4  a  ■O  r^       o 


o       lA  n       o 


3   O  O 


o  « 


^  —       o  -; 


O   O  01   O   ri   O  f 


--— •(DO'^-OO'-i'MOOci— lOOO 


^■:S•«•J■~-'»0'^4'>'" 


^O^k'^   ^■'^0^*0'* 


I  —  ^  O  f^  -^  O 


SO-^OO-J-Tcio— •--O'^O'^         o 


O  fN 


-lOOO  —  '^r^oOOi/ 


0  f^  -3  O  m  -o  i~ 
-■  —  -a  o  t^  -4  o 


-■   --    »■    -T    -I    O   00   •-.  ffi   »   >< 


ooDooo^  r-»^^o< 


^^>n<I)■-^^M.O'«PJf~■•J--  ■» 


O  r^  O-  O   -c  ■£         t"o«rt'~J  —  f' 


1-10         ^   r.         OIWI  I 


«     o       in  o  m       CO 


o  o 


s 

SISI 

e 

r;^ 

3 

r 

St 

5S 

i  "  S!=l 

O  00  ^        if\        r^        o  a> 


O  O  -  — 


o  <o       o  >* 


a  (->  tt  M  00 


o  2 


sO  O  O  r^  9- 


o  —  —        -< 


r»000«'^'^000(^i-»<OOff'«0'^'»J->'~- 


T^t^   iy>00'~-   00 


—  f^O'-«00'^000'^'~-'^0000'~'fiOO-^tOO>0<Of^a>iDO*a>«a).cn.oO*0'"  —  •'^O'O^iO'" 


JO-a*""'         -ii~.oO'^*'>'^O'^Or^,0f^.j*O>fiO-J«i^'^»Or~->'>»-»— •'" 


-oooo-*i»ii-j>"0--o'NO  ' 


a>  o         -»  *0 


■<in^iOO-'-*<l>0>f*<''>aO-0'i^C 


rooo-N       ff>r««--^o 


f-1  c 
S  o  --1       c 


1  O  "A  O  to  O  r- 


-.0*f^'a»0000<-»'*>f^OOO'N'^eOOO»<-*0"-t'^'-<'^'^Wi— "^•-''■^lT>00'^OCf>--r-nO^»0- 


■iOOOr^-nQOr^Or 


JO^OO-^inr^CBO" 


^r.lAO-^0—  0« 


10•-^-"'^^0•'^©^r-^<7^<■ 


vOf^OO)       i<i<c  f^nn>e       01/ 


000      o       00 

000       o       00 

O  f-   O         O         -no 


o  00  000 

o  00  000 

o  00  000 


^^4r--<OnO'4'-siS^-«Om«0O'nr40(^<0OO<nr<.P4r^OCr-»««r^0>C0r^-^'^~T«-»O<NaBO>n-^'nfno^O'^-4O 

311 

□ 

c 

«  5-; 

=; 

u> 

^     •   w 

u 

u 

f^ 

< 

"' 

s-s- 

•—  0 

3  0 

3 

^ 

i~i 

U   <£  «     U     M     ki     I 

11-0 

..o«93  (0333' 


■   OUOOostJiJ'-'aij- 


j  o  -J  o  a.  u 


C   <   <   <    ' 

*    M    H    (-      111    K    -O    i 

J  (J  u  o  :«  3  o  >- 


I  ">  ■"  o  o  o  - 


>  O  O  O  "<  -J   - 


oooO'.i^iniriOO'' 


-101- 


DEPARTMENT  OF  LABOR  AND  INDUSTRY 

EMPLOYMENT  SECURITY  DIVISION 

STATEMENT  OF  CHAMGES  IN  DUE  FUNDING  SOURCE 

Fiscal  Year  Ended  June  30,  1977 


Fund  Ledger 

Program 

90856/92146 

ESAP 

90997 

CETA  I  VET  OUT 

91100 

Job  Corps — Trans.  Qtr. 

91106 

Job  Corps 

91107 

CETA  IV  Job  Corp  J 

91506 

WIN  TAT 

91530 

CETA  TAT 

91546 

CETA  LMI 

91547 

CETA  III  LMI 

91706 

Trade  Act  CllA 

92050 

Grant  ES  Trans.  )tr. 

92056 

ES  Grants 

92057 

ES  Grants 

92090 

Employment  Service  Trans. 

92096 

ES  Supplemental  1976-77 

92100 

Grants  UI  Trans.  Qtr. 

92106 

UI  Grants 

92107 

UI  Grants 

92120 

Food  Stamps — Trans.  Qtr. 

92126 

Food  Stamps 

92127 

Food  Stamps—Trans.  Qtr. 

92130 

UI  Contingency  Trans,  Qtr 

92136 

UI  Supplemental  1976-77 

92147 

ESAP-ES 

92215 

UCFE  1975-76 

92220 

UCFE—Trans.  Qtr. 

92227 

UCFE  1  Year 

92235 

UCX  1975-76 

92240 

UC.X— Trans.  Qtr. 

92247 

UCX  I  Year 

92255 

TRA  1975-76 

92260 

TRA — Trans.  Qtr 

92267 

TEA  1  Year 

92275 

UCXP  1975-76 

92280 

UCXP— Trans,  qtr. 

92287 

UCXP  1  Year 

92295 

UI-EB/FSB  Fed.  Share 

92297 

UI-FSB 

92300 

SUA  Trans.  Qtr. 

92305 

SUAP  1975-76 

92307 

SUA 

92510 

WIN  Co.  Trans. 

92516 

WIN  State  Central  1976 

92517 

WIN  State  Central 

92520 

WIN  LO  Trans. 

92526 

Local  WIN  Project  1976 

92527 

WIN  Local  Project 

93016 

CETA  Institutional 

93017 

Classroom  Training 

93026 

CETA  OJT 

93027 

On-The-Job  Training 

93057 

Basic  Education 

93077 

Adult  Work  Experience 

93097 

World  of  Work 

93146 

CETA-CEP 

93147 

Montana  Rural  CETA-CEP 

93156 

CETA-CEP  GETC 

93157 

CETA-CEP  GETC 

93167 

DPI-VOC-ED 

93236 

CETA  CIP 

93256 

CETA  PSE  Title  I 

93276 

CETA  PSE  Title  II 

93277 

Public  Employ  Service  II 

93286 

CETA  PSE  VI  1976 

93287 

CETA  Title  VI 

93297 

CETA  Title  VI  Extension 

96157 

JSIP 

96  306 

Waste  Water  Project 

96546 

Old  West  Commission 

96616 

VOC-ED-OIP 

96636 

SIC-Convert 

97006/7 

UI  Benefits 

99856/7 

Penalty  and  Interest 

Total 

Footnote: 

Due  Funding 

Current  Year 

Current  Year 

Due  Funding 

Source 

Cash 

Contract 

Source 

July  1,  1976 

Receipts 

Advances 

Expenditures 

Accruals 

June  30.  1977 

S     340 

S     (5,940) 
(10,000) 
(35,510) 

$     5,600 
16,578 
35,510 

6,578 

(2,514) 

(96,000) 

2,514 
92,957 

(3,043) 

5,994 

(96,500) 
(6,330) 

S  12. 

049 

96,351 
4,260 

S  (19, 

235) 

(1,341) 
(2,070) 

(22) 

(11,540) 

(30,000) 

(44,000) 

(909,055) 

11,562 

28,656 

51,888 

909,055 

(1,344) 
7,888 

104,961 

(223,000) 

(2,497,010) 

(22,091) 

(8,458) 

(869,364) 

121,583 

2,658,703 

22,091 

8,458 

869,364 

3,544 
161,693 

197,975 

(230,327) 

(2,248,000) 

(7,052) 

32,352 

2,472,641 

7,052 

224,641 

(1,972) 

(5,135) 

(30,000) 

(61,566) 

(361,819) 

(15,000) 

7,107 

40,049 

61,566 

361,819 

11,279 

10,049 
(3.721) 

(13.890) 

13,890 

(230,417) 

(2,061,349) 

230,417 
2,063,056 

1,707 

(1,382) 

1,382 

(436,405) 

(1,268,290) 

436,405 
1,285,399 

17,109 

163,605 

(163,605) 
(453,887) 
(922,500) 

453,887 
926,502 

4,002 

3.997 

(3,997) 
(27,652) 
(35,348) 

27,652 
34,545 

(803) 

(201,065) 

(4,303,527) 
(530,000) 
(324,456) 

4,277,790 
513,362 
324,456 

(226,802) 
(16,638) 

(142,082) 

142,082 

(1,152,513) 

(37,550) 

1,149,265 
37,550 

(3,248) 

1,079 

(1,079) 
(100,984) 
(247,427) 

121,514 
247,427 

20,530 

1,486 

(31,718) 

(4,783) 

35, 

,015 

(714,783) 

806,720 

(49, 

,992) 

41,945 

(10,688) 

(258,896) 
(912,631) 

268,776 
866,704 

808 

(45,927) 

(80,653) 

(95,858) 

100,690 

75, 

.321 

(268,541) 

354,215 

(168, 

,791) 

(83,117) 

(107,500) 

91,004 

(16,496) 

(184,000) 

174,852 

(9,148) 

(380,500) 

398,376 

17,876 

47 

(173,509) 

164,300 

9, 

,162 

(647,351) 

753,608 

(12, 

,519) 

93,738 

(12,543) 

(70,500) 
(282,000) 

70,500 

282,000 

22,041 

12, 

,543 

22,041 

(56,809) 

(796,248) 

853,057 

(6,605) 

(176,700) 

(157, 

,084) 

138,516 

201 

,873 

(118,286) 

(1,028,940) 

(192 

,056) 

1,053,801 

285 

,481 

(3,642,560) 

225 

,891 

3,543,627 

(396 

,384) 

(269,426) 

(255,102) 

(489,942) 

(558 

,993) 

586,417 

717 

,620 

(3,065,000) 

761 

,455 

2,855,109 

(925 

,437) 

(373,873) 

(310,000) 

114 

,440 

276,497 

(193 

,935) 

(112,998) 

(8,000) 

12,746 

4,746 

2,113 

(6,896) 

4,783 

1,000 

(2,000) 

(25,401) 

(4,500) 

1,000 

22,733 

7,143 

(2,668) 
2,643 

125,870 

(29,240,000) 

29,606,443 

492,313 

(229,396) 

(46,820) 

2,475 
563,371,572 

(273,741) 

?(524,542) 

5(62,938,123) 

?205 

,702 

5(427 

,970) 

5(313,361) 

As  d...scussed  In  note  9  to  the  financial  statements  (see  page  94),  due  funding  source  represents  federal  caah  received  by  ESD  but  not  yet 
expended  for  payments  of  allowances.   In  order  to  place  this  statement  on  the  caah  basis  for  allowance  payments,  we  were  required  to  remove 
the  effects  of  accrual  and  contract  advance  transactions  from  the  expenditure  and  receipt  amounts  listed  on  this  statement. 
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DEPARTMENT  OF  LABOR  ANB  INDUSTRY 
EMPLOYMENT  SECURITy  DIVISION 
STATEMENT  OF  CHANGES  IN  DUE  FUNDING  SOURCE 
Fiscal  Year  Ended  June  30, 


Fund  Ledger  Program 

90204  Institutional  Training 

Reg.  Allow. 

90856  CETA  I  Job  Matching 

90865  WIN  Support 

90964  CETA-EEA-LMl 

91105  Job  Corps 

91106  Job  Corps 
91495  U/A  Other  CSTE 
91506  WIN  TAT 
91514  TAT 

91545  CETA  III  LMI 

91546  CETA  LMI 

92055  Employment  Service  TF 

92056  Employment  Service  Grants 
92095  Employment  Service  FD 

92105  Grants  UI 

92106  UI  Grants 

92125  Food  Stamps 

92126  Food  Stamps 
92135  UI  Contingency 
92215  UCFE  1975-76 
92226  UCFE  1976 
92235  UCX  1975-76 
92246  UCX  1976 
92255  TRA  1975-76 
92275  UCXP  1975-76 
92286  UCXP  1976 

92295  UI-EB/FSB  Federal  Share 

92305  SUAP  1975-76 

92366  DUA-I-Adminl3tration 

92376  DUA-I-Allowance 
92515/92585    WIN  State  Central 

92516  WIN  State  Central  1976 

92524  Local  WIN  Project 
92525/92595/ 

96525  WIN  Local  Project 
92526  Local  WIN  Project  1976 

93015  CETA  Institutional  (Footnote  B) 

93016  CETA  Institutional 

93025  CETA-OJT  (Footnote  B) 

93026  CETA-OJT 

93145  CETA-CEP 

93146  CETA-CEP 
93156  CETA-CEP  GETC 
93236  CETA  CIP 

93255  PSE  Title  I 

93256  CETA-PSE  Title  1 

93275  CETA-PSE  Title  II 

93276  CETA-PSE  Title  II 

93285  CETA-PSE  VI 

93286  CETA-PSE  VI  1976 
96306  Waste  Water  Project 

96526  WIN  Registration 
96546  Old  West  Commission 

96935  Title  VI  Agency  Contract 

96936  Title  VI  Agency  Contract 
97005/6  UI  Benefits 

98005  Unclaimed  Federal  Payments 

99855/6  Penalty  and  Interest  (Footnote  C) 
Total 


Due  Funding 

Current 

Due  Funding 

Source 

Cash 

Contract 

Current 

Source 

July  1.  1975 

Receipts 

Advanc 

es 

Expenditures 

Accrua 

lis 

June  30,  1976 

S      343 

$       (343) 
(20.000) 

S    20,340 

S     340 

(755) 

755 

(630) 

630 

(5.095) 

588 
(149.900) 

4,507 
147,386 

(2  514) 

(262) 

(3.227) 

3,489 
5,994 

5,994 

(188) 

188 

(277) 

277 
(46.000) 

45,978 

(22) 

41.138 

(85,806) 

(3.020,303) 

(12.504) 

44,668 

3,125,264 

12,504 

104,96; 

182,328 

(264,076) 
(2,690,000) 

81.748 
2.887,975 

197.975 

(1,176) 

(8,300) 

(81,000) 

(335,321) 

9,476 

79,028 

335,321 

(1,972) 

(28,709) 

(1,693.673) 
(171,327) 

1,708,492 
171,327 

(13,890) 

(10,887) 

(1,603.400) 

(336,600) 

(1,200.000) 

1.612,905 

336,600 

1,363,605 

(1,382. 
163,605 

5,927. 

(84.602) 
(7,073) 

82,672 
7,073 

3,997 

501,629 

(6.867.488) 

6.164,794 

(201,065) 

4,207 

(3.687.500) 
(719) 
(882) 

3,541,211 
719 
882 

(142.082) 

3,897 

(3,897) 
(123,000) 

124,079 

1,0'' 

30,381 

(30,381) 

17,188 

(74,750) 

57.562 

(761,831) 

798,332 

S   (35 

,015) 

1,486 

(55,169) 

55,169 

5,972 

5,972 

(919,781) 

909,901 

1808) 

(10,688; 

(17,283) 

(22,939) 

76,558 

36,336 

(499,181) 

494,349 

(75 

,821) 

(80,653) 

27,043 

(132,872) 

102,097 

3 

,732 

(859.779) 

868.989 

(9, 

,163) 

47 

(282.000) 

282,000 

(12 

,543) 

(12,543) 

(62.000) 

5,191 

(56,809) 

(107,489) 

137.933 

(30,444) 

(768.000> 

S157, 

,084 

806,183 

(201 

,872) 

(6,605) 

(25,491) 

79,938 

(54,447) 

(2,146,911) 

192, 

,056 

2,122,051 

(285 

,482) 

(118,286) 

(79,766) 

87,747 

(7,981) 

(7,073,593) 

558, 

,994 

6.977,118 

(717 

,621) 

(255,102) 

(5,000) 

7,113 

2,113 

(5,144) 

5,144 

(8,000) 

9,000 

1.000 

8,141 

(8,141) 
(17,016) 

17,016 

(585.926) 

(26,603,512) 

27.315.307 

125.869 

(1.585) 

1,585 

(143.125) 

(90,586) 
?(62,503,548) 

(4,220) 

(237,931) 

S(241.591) 

S908 

,134 

$62,680,828 

?(1,334 

,593) 

$(490,770) 

As  discussed  in  note  9  to  the  financial  statements  (see  page  9i),  due  funding  source  represents  federal  cash  received  by  ESD  but  not  yet 
expended  for  payments  of  allowances.   In  order  to  place  this  statement  on  the  cash  basis  for  allowance  payments,  we  were  required  to  remove 
the  effects  of  accrual  and  contract  advance  transactions  from  the  expenditure  and  receipt  amounts  listed  on  this  statement. 


Cash  receipts  were  not  recorded  In  accounts  93015  and  93025  in  the  general  ledger  when  cash  was  received  by  ESD. 
have  been  understated  In  these  fund  ledgers  by  $5,972  and  $36,336,  respectively. 


Accordingly,  cash  receipts 


C.    Due  to  inconsistencies  in  ESD' s  method  of  account 


are  understated  by  $8,536.   As  a  result  of  this  error,  the  due  funding  sour 


Ing  for  fiscal  year  1976  expenditures  in  the  penalty  and  interest  program,  fund  ledgers  99853/6 
■rror,  the  due  funding  source  balance  at  June  30,  1976  Is  overstated  by  the  same  amount. 
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DEPARTMENT  OF  LABDR  AND  INDUSTRY 

EMPLOYMENT  SECURITY  DIVISION 

SCHEDULE  OF  QUESTIONED  COSTS 

Fiscal  Years  Ended  June  30,1976  and  1977 

Amount 
Description  Questioned 

Expenditures  were  transferred  by  ESD  during  fiscal 

year  1975-76  from  the  Old  West  Commission  program 

(965A6)  to  the  E.S.  Grants  program  (92056)  to  avoid 

overexpendlture  of  obligational  authority  for  the 

Old  West  Commission  program  (see  pages  81-82) .  $     64 

Expenditures  were  transferred  by  ESD  during  fiscal 

year  1975-76  from  the  CETA  I  Job  Matching  program 

(90856)  and  the  Job  Corps  program  (91106)  to  the 

E.S.  Grants  program  (90256)  to  avoid  overexpendlture 

of  obligational  authority  for  these  programs  (see 

pages  81-82).  2,341 

Expenditures  were  transferred  by  ESD  during  fiscal 
year  1975-76  from  the  Waste  Water  Project  (96306) 
to  the  WIN/PSE  program  (92526)  to  avoid  overexpendl- 
ture of  obligational  authority  for  the  Waste  Water 
project.  4,783 

ESD  expended  funds  in  excess  of  their  obligational 
authority  for  several  programs  during  FY  1975-76  and 
1976-77  (see  pages  87-88).   Although  in  some  instances 
additional  authority  was  forthcoming,  we  do  not 
consider  expenditures  made  without  existing  obliga- 
tional authority  to  be  legitimate.   We  list  below  by 
program  those  instances  where  expenditures  exceeded 
the  existing  obligational  authority  as  of  each  fiscal 
year  end. 

Fiscal  Year  Ended  June  30,  1976: 

92255  TRA  $163,605* 

96306  Waste  Water  Project  2,113* 

96546  Old  West  Commission  1,000* 

Total-FYE  June  30,  1976  166,718 

Fiscal  Year  Ended  June  30,  1977: 

91530  CETA  III  TAT  $     24* 

92057   Employment  Service  Grants  2,456* 

92107   U.  I.  Grants  44,452** 

92127   Food  Stamps  3,244* 

93016  CETA  Institutional  24,335* 

93026   CETA-OJT  44,963* 

93167  DPI  VOC-ED  22,041* 

93297   CETA  Title  VI  Extension  276,497* 

96636   SIC  Convert  2,64  3** 

Total-FYE  June  30,  1977  420,655 

Total  Overexpended  Obligational 

Authority  587,373 

Total  Questioned  Costs  $594,561 

*  These  programs  received  additional  obligational  authority  subsequent 
to  the  financial  statement  date  and  prior  to  federal  fiscal  year-end 
(September  30)  and  no  longer  had  a  negative  obligational  authority 
balance. 

**  These  programs  received  additional  obligational  authority  subsequent 
to  the  financial  statement  date  but  still  had  negative  obligational 
authority  balances  at  federal  fiscal  year-end. 
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APPENDIX 


PRIOR  AUDIT  RECOMMENDATION  FOLLOW-UP 


Recommendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Transfer  control  of  all 
agency  accounting  and 
bookkeeping  functions 
to  the  fiscal  section. 


Will 
Study 


Not 
Implemented 


Partially 
Implemented 


Allocate  sufficient  time 
and  qualified  staff  to 
to  the  fiscal  section 
to  insure  adequate  per- 
formance of  accounting 
functions. 


Will 
Study 


Partially 
Implemented 


Partially 
Implemented 


Place  all  accounts  and 
account  balances  with- 
in a  single  general 
ledger  system  which 
will  be  the  responsi- 
bility of  a  chief  fin- 
ancial officer. 


Concur 


Partially 
Implemented 


Partially 
Implemented 


Establish  an  agency- 
wide  financial  account- 
ability and  reporting 
system  to  insure  prompt 
delivery  of  information 
to  and  from  the  fiscal 
section. 


Concur 


Partially 
Implemented 


Partially 
Implemented 


Establish  a  task  force 
under  the  authority 
granted  in  Section 
82-110,  R.C.M.  1947, 
to  study  the  systems 
currently  in  use  at 
ESD  and  provide  a 
solution  for  the 
current  duplication. 


Concur 


Not 
Implemented 


Not 
Implemented 


Adopt  the  use  of  state 
warrants  for  the  pay- 
ment of  unemployment 
insurance  benefits. 


Will 
Study 


Not 
Implemented 


Not 
Implemented 
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Recommendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Seek  legislation  amend- 
ing Section  87-113, 
R.C.M,  1947,  to  allow 
the  use  of  state  war- 
rants signed  by  the 
State  Auditor  for  pay- 
ment of  unemployment 
insurance  benefits. 


Will 
Study 


Not 
Implemented 


Not 
Implemented 


Transfer  control  of  all  Will 
treasury  bank  accounts  Study 
to  the  State  Treasurer. 


Not 
Implemented 


Not 
Implemented 


Transfer  control  of  per- 
sonnel files  to  an 
employee  outside  the 
payroll  department. 


Concur 


Implemented 


Implemented 


Require  that  employees 
sign  all  payroll  status 
forms  or  other  documen- 
tation authorizing  each 
payroll  change. 


Concur 


Implemented 


Not 
Implemented 


Keep  payroll  and  personnel 
files  current  and  orderly 
at  all  times. 


Concur 


Implemented 


Partially 
Implemented 


Provide  for  the  signing 
of  pre-payrolls  by  an 
appropriate  ESD  official. 


Concur 


Implemented 


Partially 
Implemented 


Provide  for  proper  sign- 
ing of  payroll  status 
forms  by  employees  and 
administrators . 


Concur 


Implemented 


Not 
Implemented 


Deliver  pre-payrolls  and 
payroll  status  forms 
directly  to  central 
payroll  from  those  sign- 
ing the  forms. 


Concur 


Implemented 


Implemented 
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Recommendation 

Provide  for  delivery  of 
payroll  warrants  to 
someone  other  than 
the  payroll  clerk. 


Original 

Agency 
Response 


Concur 


Six  Month  Follow-up 
Response 


Implemented 


Status  at  Audit 
Follow-up 

Not 
Implemented 


Provide  department  heads 
and  local  office  mana- 
gers with  a  listing  of 
the  payroll  transactions 
charged  to  their  depart- 
ment or  office. 


Concur 


Partially 
Implemented 


Partially 
Implemented 


Work  with  the  U.S.  Depart- 
ment of  Labor  to  resolve 
the  problems  currently 
being  encountered  with 
the  cost  accounting 
system  and,  in  the 
meantime  require  that: 

1.  Employees  prepare 
time  distribution 
reports  in  ink. 

2.  Employees  and  their 
supervisors  sign 
time  distribution 
reports  in  ink. 

3.  Employees  stop 
presigning  time 
distribution 
reports. 

4.  Time  distribution 
reports  be  changed 
only  with  the  know- 
ledge and  approval 
of  the  employee  who 
prepared  the  report. 


Not 

Not 

Not 

Possible 

Implemented 

Implemented 

Not 

Partially 

Partially 

Possible 

Implemented 

Implemented 

Not 
Possible 


Not 
Possible 


Partially 
Implemented 


Not 
Implemented 


Partially 
Implemented 


Implemented 


Changes  on  time  dis- 

Not 

Not 

Not 

tribution  reports 

Possible 

Implemented 

Implemented 

be  clearly  marked 

and  initialed  by 

the  person  making 

the  changes. 
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Recommendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Department  heads 
and  local  office 
managers  retain 
copies  of  all  time 
distribution  reports, 


Not 
Possible 


Not 
Implemented 


Not 
Implemented 


Properly  record  payroll 
tax  accruals  at  year- 
end. 


Concur 


Implemented 


Implemented 


Limit  promotions  prior 
to  an  employee's  passing 
the  merit  system  test 
and  limit  non-competitive 
promotions  to  those  in- 
stances where  it  can  be 
clearly  shown  that  the 
promotions  are  to  the 
advantage  of  the  agency. 


Concur 


Implemented 


Partially 
Implemented 


Deposit  all  receipts  in 
accordance  with  Section 
2-1210.22  of  the  Montana 
Operations  Manual. 


Concur 


Implemented 


Not 
Implemented 


Correct  the  cash  receipt 
and  disbursement  con- 
trol weaknesses  noted 
above. 


Concur 


Implemented 


Not 
Implemented 


Determine  at  least  monthly 
that  collateralization 
for  its  bank  deposits  is 
adequate  under  the  pro- 
visions of  Section 
79-301,  R.C.M.  1947. 


Concur 


Not 
Implemented 


No  Longer 
Applicable 


Properly  account  for 
accrued  expenditures. 


Concur 


Implemented 


Implemented 


Place  the  $27,000  con- 
struction account  bal- 
ance on  the  primary 
agency  general  ledger, 


Concur 


Implemented 
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No  Longer 
Applicable 


Recommendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Request  the  Department 
of  Administration's 
assistance  in  develop- 
ing a  more  accurate  and 
simplified  system  for 
handling  Unemployment 
Insurance  Trust  Fund 
accounts  and  transac- 
tions on  SBAS . 


Concur 


Not 
Implemented 


Implemented 


Promptly  reconcile  the 
Unemployment  Insurance 
Trust  Fund  balance 
on  their  ledgers  to 
the  U.S.  Treasury  bal- 
ance at  the  end  of  each 
month. 


Concur 


Not 
Implemented 


Implemented 


Transfer  all  accounting 
functions  relating  to 
employer  tax  contri- 
butions from  the  con- 
tributions section  to 
the  fiscal  section. 


Will 
Study 


Not 
Implemented 


Not 
Implemented 


Take  an  annual  physical 
inventory  as  required 
by  Management  Memo 
70-17  and  the  Employ- 
ment Security  System 
State  Accounting  Manual. 


Concur 


Implemented 


Implemented 


Obtain  written  authoriza- 
tion from  the  Department 
of  Administration  prior 
to  the  sale  or  other 
disposition  of  any  equip- 
ment or  other  assets  cov- 
ered under  Section  82-1914, 
R.C.M.  1947. 


Do  Not 
Concur 


Not 
Implemented 


Implemented 


Mail  be  opened  by  cashier's 
office  employees  and 
that  all  checks  be  immed- 
iately deposited. 


Do  Not 
Concur 


Partially 
Implemented 


Not 
Implemented 
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Recommendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Record  penalty  and  interest 
receipts  in  its  general 
ledger  in  the  fiscal  year 
in  which  they  are  received. 


Concur 


Implemented 


Not 
Implemented 


Seek  the  assistance  of  the 
federal  government  in 
establishing  a  method  of 
recording  transfers  bet- 
ween programs  which  will 
result  in  comparable 
information  on  ESD  and 
federal  accounting  rec- 
ords. 


Do  Not 
Concur 


Implemented 


Not 
Implemented 


Establish  procedures  to 
insure  that  all  expen- 
ditures are  charged  to 
the  proper  state  approp- 
riations. 


Concur 


Implemented 


Implemented 


Establish  supervisory  re- 
view procedures  in  the 
fiscal  section  to  prevent 
the  types  of  errors  des- 
cribed above  or  to  detect 
and  correct  them  on  a 
timely  basis. 


Concur 


Implemented 


Implemented 


Only  accrue  items  which 
are  valid  under  guide- 
lines established  by  the 
Department  of  Administra- 
tion. 


Concur 


Implemented 


Implemented 


Use  state  purchasing  sup- 
pliers whenever  possible 
to  purchase  items  for 
WIN  participants. 


Concur 


Implemented 


Not 
Implemented 
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Recoiranendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Prepare  only  one  check  to 
each  WIN  participant  per 
week  and  use  journal 
entries  to  distribute 
the  payment  amount  to  the 
proper  programs  and  expen- 
diture codes. 


Concur 


Partially 
Implemented 


Not 
Implemented 


Promptly  notify  claimants 
when  an  account  receivable 
is  established  and  make 
periodic  billings  to 
encourage  prompt  repay- 
ment. 


Concur 


Implemented 


Implemented 


Establish  written  guidelines 
for  the  timely  preparation 
and  delivery  to  employers 
of  delinquent  assessments. 


Partially 
Concur 


Partially 
Implemented 


Not 
Implemented 


Establish  procedures  suf- 
ficient to  insure  the        Concur 
prompt  establishment  of 
an  account  receivable 
when  it  is  determined 
that  a  benefit  overpay- 
ment exists. 

Establish  procedures  to 

insure  prompt  billing  of     Concur 

interstate  accounts 

receivable. 


Partially 
Implemented 


Partially 
Implemented 


Implemented 


Not 
Implemented 


Maintain  subsidiary  ledgers 
for  penalty  and  interest 
accounts  receivable  in 
detail  sufficient  to 
allow  subsequent  verifica- 
tion of  monthly  and  year- 
end  totals. 


Concur 


Partially 
Implemented 


Not 
Implemented 
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Recommendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Prepare  more  frequent 

billings  for  UI  accounts 
receivable. 


Concur 


Implemented 


Implemented 


Deposit  all  accounts  rec- 
eivable payments  immed- 
iately when  received  in 
the  cashier's  office. 


Concur 


Implemented 


Not 
Implemented 


Restrictively  endorse  all 
checks  immediately  when 
received. 


Concur 


Implemented 


Not 
Implemented 


Promptly  process  all 

accounts  receivable  pay- 
ments and  deposit  the 
proceeds. 


Concur 


Partially 
Implemented 


Not 
Implemented 


Credit  accounts  receivable 
by  use  of  a  journal  voucher 
when  claimant  payments 
are  withheld  to  satisfy  a 
prior  debt  to  ESD. 


Concur 


Partially 
Implemented 


Not 
Implemented 


Establish  a  method  to  period- 
ically describe  to  claim- 
ants common  items  which 
could  make  them  ineligible 
for  benefits  and  to  request 
a  signed  certification  con- 
cerning each  claimant's 
status  on  those  items. 


Concur 


Partially 
Implemented 


Implemented 


Reconcile  subsidiary  and 
general  ledgers  for 
accounts  receivable 
dishonored  checks  monthly 
anH  mpVe.   necessary  cor- 
rections at  that  time. 


Concur 


Implemented 


Not 
Implemented 
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Recommendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Provide  procedures  for  a 

periodic  review  of  accounts 
receivable  by  a  respon- 
sible official. 


Concur 


Implemented 


Implemented 


Periodically  prepare  aging 
schedules  to  help  evaluate 
accounts  receivable  col- 
lection procedures. 


Concur 


Implemented 


Not 
Implemented 


Transfer  all  uncollectible 
accounts  receivable  to 
the  Department  of  Revenue 
for  collection  under  the 
provisions  of  Section 
84-7103,  R.C.M.  1947, 
and  Management  Memo 
1-74-11. 


Concur 


Implemented 


Partially 
Implemented 


Discontinue  classifying  as 
assets  accounts  receivable 
which  have  been  determined 
by  the  division  to  be 
uncollectible. 


Concur 


Implemented 


Partially 
Implemented 


Place  all  accounts  receivable 
control  totals  on  SBAS  and 
the  federal  accounting 
system  general  ledgers. 


Concur 


Partially 
Implemented 


Not 
Implemented 


Reconcile  general  ledger 
totals  to  subsidiary 
ledgers  at  least  monthly. 


Concur 


Implemented 


Not 
Implemented 


Establish  an  accounts  rec- 
eivable staff  within  the 
fiscal  section  to  maintain 
subsidiary  ledgers  for 
receivables  and  to  perform 
all  billing,  recording  and 
control  functions  necessary 
to  insure  prompt  collection 
of  all  accounts. 


Concur 


Partially 
Implemented 


Not 
Implemented 
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Recommendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Obtain  copies  of  employer 
registration  documents 
for  those  employer  files 
which  do  not  contain  them. 


Concur 


Implemented 


Implemented 


Revise  the  wage  and  contri- 
bution report  form  to  more 
adequately  explain  the 
provisions  of  Section 
87-109(d),  R.C.M.  1947. 


Concur 


Implemented 


Implemented 


Determine  the  feasibility  of 
crosschecking  employers' 
contribution  and  wage 
reports  for  the  four 
quarters  of  the  calendar 
year  to  detect  overpayments 
made  by  employers. 


Will 
Study 


Partially 
Implemented 


Implemented 


Assess  penalty  and  interest   Concur 
as  prescribed  in  Section 
87-135,  R.C.M.  1947,  for 
all  employers'  contributions 
which  are  delinquent  under 
the  provisions  of  ARM 
24-3.10(26)-S10400. 


Implemented 


Implemented 


Establish  a  local  office 

claim  file  checkout  system  Concur 
which  will  allow  all 
employees  to  quickly  loc- 
ate files. 


Not 
Implemented 


Not 
Implemented 


Local  office  employees  be 
instructed  to  sign  203-M 
and  UI-222  documents  as 
required  by  the  ESD  Montana 
Operations  Manual. 


Concur 


Implemented 


Not 
Implemented 
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Recommendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Establish  uniform  procedues 
for  use  by  all  local 
offices  when  they  receive 
payments  from  claimants 
or  employers  and  issue 
pre-numbered  cash  receipt 
books  to  local  offices 
for  use  in  these  trans- 
actions. 


Concur 


Not 

Implemented 


Implemented 


Adopt  the  single  by-pass  dis- 
tribution system  for  weekly 
paycards  and  consider  adopt- 
ing the  double  by-pass 
system  when  benefit  payment 
computerization  is  complete. 


Do  Not 
Concur 


Not 
Implemented 


Not 
Implemented 


File  continued  interstate 
claim  documents  in  the 
appropriate  individual 
claim  file. 


Concur 


Implemented 


Not 
Implemented 


Establish  guidelines  for 
the  use  of  a  "Verification 
of  Earnings"  form  in 
conjunction  with  all  claim- 
ants who  continually  work 
part-time  while  drawing 
unemployment  benefits. 


Concur 


Implemented 


Implemented 


Consider  establishing  regula- 
tions or,  if  necessary,  seek 
legislation  requiring  self- 
employed  persons  who  work 
part-time  while  receiving 
unemployment  benefits  to 
maintain  wage  and  hour 
records  adequate  to  allow 
verification  of  their  eligi- 
bility for  unemployment 
benefits. 


Will 
Study 


Not 
Implemented 


Implemented 
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Recommendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Comply  with  the  provisions 
of  Section  540  of  the  ESD 
Montana  Operations  Manual 
by  sending  UI-222  forms 
and  scheduling  periodic 
re-interviews  with  claim- 
ants as  prescribed  by  that 
section. 


Concur 


Implemented 


Implemented 


Obtain  benefit  payment  inform-  Concur 
ation  from  the  Workers' 
Compensation  Division  at 
least  weekly  and  immedia- 
tely use  that  information 
to  detect  and  prevent 
payment  of  unemployment 
benefit  payments  to  those 
individuals  who  are 
receiving  workers'  compen- 
sation. 


Implemented 


Implemented 


Establish  procedures  to 
assure  that  duplicate 
benefit  payments  made 
from  different  programs 
are  detected  by  normal 
data  processing  duplicate 
payment  detection  programs. 


Concur 


Implemented 


Implemented 


Perform  monthly  reconcilia- 
tions of  the  number  of 
benefit  payments  to  the 
number  of  additional 
records  on  the  benefit 
status  file. 


Concur 


Implemented 


Implemented 


Establish  a  number  control 
and  accountability  system 
for  checks  being  processed 
through  the  agency. 


Concur 


Implemented 


Not 
Implemented 
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Recommendation 


Original 

Agency 
Response 


Six  Month  Follow-up 
Response 


Status  at  Audit 
Follow-up 


Establish  procedures 

requiring  daily  listing      Concur 
of  all  duplicate  pay- 
ments by  the  data  pro- 
cessing section  and 
immediate  investigation 
of  these  payments  by 
the  accounts  receivable 
clerk. 

Fully  implement  the  recom-     Concur 
mendations  resulting 
from  the  Governor's  in- 
vestigation into  the  ESD 
fraud  control  program. 


Implemented 


Not 
Implemented 


Implemented 


Implemented 
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AGENCY  REPLIES 


^^tatc  nf  4^mitnua 


^tunrUxitixt  of  ^nhnx  nnl^  3nxiustr^ 


THOMAS  L    JUDGE 
GOVERNOR  OF  MONTANA 


449-2621 

irlcna,  59LiUl 


April    20,    1978 


DAViD  E    FULLER 
COMMISSIONER 


i      'i    ■  •, 

Mr.  Morris  Brusett 
Legislative  Auditor 
Room  135,  State  Capitol 
Helena, ^Montana  59601 

h     'K 

Dear  Mri|aH!N^^ 

Enclosed  please  find  the  requested  responses  to  the  Legislative 
Audit  of  the  Employment  Security  Division. 

I  note  two  major  causes  of  problem  areas,  some  of  which  result  in  a 
repetition  of  previous  findings.  These  are:  (1)  conflict  between  federal 
practices  and  demands  made  upon  the  Division  and  certain  state  require- 
ments; and  (2)  continuing  problems  of  agency  computerization  which 
affect  several  program  areas. 

We  hope  progress  can  be  made  by  discussion  and  negotiation  between 
federal  and  state  officials  where  real  differences  exist. 

As  for  the  problems  attendant  with  computerization,  we  have  every 
reason  to  believe  these  are  gradually  being  resolved,  and  will  in  them- 
selves correct  many  deficiencies  noted. 

I  commend  the  cooperative  approach  of  the  audit  team,  and  the 
positive  relationship  existing  between  your  office  and  the  Employment 
Security  Division.  /^''"\  '^   /^ 

(      i  ^  n 

sincerely,    f\l  . 


\D^VID   E     FULLER 
Commissioner 


)oa- 
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Page  3  -  RECOMMENDATION 

During  our  audit  of  ESD,  we  found  certain  costs  which  we  considered  to 
be  questionable.   Included  in  these  costs  were  several  instances  of  over- 
expenditures  of  program  obligational  authority  by  ESD.  ESD  officials 
indicated  that  several  of  these  programs  received  additional  obligational 
authority  prior  to  the  federal  fiscal  year   end  (September  30).  These  offi- 
cials believe  that  this  problem  is  inherent  in  the  federal  accounting  system 
(see  page  5)  and  that  they  may  exceed  obligational  authority  during  iterim 
quarters,  as  long  as  they  do  not  exceed  the  final  authority  specified  in  the 
annual  cost  plan. 

We  question  the  legitimacy  of  expending  funds  in  excess  of  currently 
awarded  obligational  authority  without  written  approval  from  the  U.S.  Department 
of  Labor.  A  detailed  schedule  of  questioned  costs,  totaling  $594,561,  is  con- 
tained on  page  104  of  this  report. 

RESPONSE 

Questioned  costs  regarding  overexpenditure  of  obligational  authority. 
There  seems  to  be  a  difference  of  opinion  between  the  legislative  auditors 
and  the  Employment  and  Training  Administration  as  to  the  meaning  of  obliga- 
tional authority.  The  federal  government  issues  us  an  approved  annual  plan, 
we  in  turn  make  an  educated  guess  as  to  the  expenditures  by  quarter.  The 
regional  office  in  turn  issues  us  authority  to  withdraw  funds  against  our 
letter  of  credit  based  on  our  quarterly  projections.  At  the  end  of  each 
quarter  actual  expenditures  are  compared  with  projected  expenditures  and 
decisions  are  made  as  to  how  we  will  correct  any  deficit  incurred.  The  total 
annual  plan  is  the  amount  we  cannot  exceed.   It  is  similar  to  the  state 
percentage  plan — guidelines  to  our  agency.  Since  the  federal  fiscal  year 
ends  on  September  30,  to  say  we  were  over  obligated  June  30th  is  premature, 
all  instances  indicated  were  either  covered  by  an  annual  cost  plan  or  a  letter 
of  authority  to  expend  funds. 

Page  8  -  RECOMMENDATION 

We  recommend  that  ESD  use  SBAS  as  its  primary  agency  accounting  system. 

RESPONSE 

The  recommendation  made  should  be  taken  into  consideration  with  the 
recommendation  regarding  the  Department  of  Administration  and  our  agency  in 
finding  a  solution  whereby  we  could  eliminate  the  duplication  of  accounting 
systems.  Most  problems  would  be  solved  if  this  were  to  happen,  however,  the 
task  would  require  a  considerable  amount  of  dedicated  time  from  both  agencies. 
Since  our  agency  is  100%  federally  financed,  it  would  seem  that  the  SESA 
accounting  system  should  prevail.  Also,  just  as  the  SESA  system  lacks  certain 
information,  so  too  does  SWBAS  -  allocations,  activity  reporting,  accrued 
costs,  etc. 
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Page  10  -  RECOMMENDATIONS 

1.  Adopt  the  use  of  state  warrants  signed  by  the  State  Auditor 
for  the  payment  of  unemployment  insurance  benefits. 

RESPONSE 

We  cannot  agree  to  the  recommendation  because  it  removes  the  control 
of  delivery  of  benefit  checks  to  claimants.  We  are  responsible  for  the 
timely  processing  of  the  benefit  checks,  and  therefore,  it  is  necessary 
that  we  be  able  to  control  this  function  in  order  to  meet  federal  standards. 

If  we  were  to  lose  this  function,  it  would  reduce  our  MRU's  for 
benefit  payment,  resulting  in  loss  of  budgeted  funds  which  could  have  an 
adverse  effect  on  our  other  benefit  processing  functions. 

2.  Transfer  control  of  all  existing  treasury  bank  accounts  to  the 
Treasury  Division  of  the  Department  of  Administration. 

RESPONSE 

We  cannot  at  this  time  comply  with  this  recommendation  since  our 
Regional  Office  recommends  against  the  transfer  of  bank  accounts  to  the 
State  Treasury.  U.S.  General  Accounting  Office  is  currently  reviewing  cash 
management  of  all  federal  unemployment  insurance  trust  funds  administered  by 
the  Department  of  Labor. 

Page  12  -  RECOMMENDATION 

We  recommend  that  ESD  transfer  control  of  all  accounting  functions 

relating  to  employer  tax  contributions  from  the  contributions  section 

to  the  fiscal  section. 

We  cannot  comply  with  this  recommendation  in  view  of  the  fact  that  it 
would  result  in  a  separation  of  the  responsibilities  of  the  UI  bureau,  for 
which  the  present  supervisors  are  held  responsible  by  our  National  and 
Regional  Offices. 
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This  would  create  a  budget  problem  since  the  functions  referred  to  in 
the  recommendation  are   budgeted  as  a  contribution  function,  and  to  separate 
them  from  contributions  would  mean  that  activities  here  would  have  to  be 
intermingled  with  fiscal.   In  addition,  fiscal  does  not  have  sufficient 
room,  and  if  it  is  to  be  placed  under  their  supervision,  it  would  have  to 
be  within  their  complex.  It  simply  is  not  feasible  because  contribution 
activities,  cashier's  activities  and  recording  of  entries  are  so  inter- 
related to  be  one  and  the  same. 

Page  15  -  RECOMMENDATIONS 

1.  Adopt  a  cash  receipt  validation  system. 
RESPONSE 

We  are   presently  operating  a  cash  receipt  validation  system. 

2.  Restrictively  endorse  all  checks  received  in  the  mail  room 
before  sending  them  to  the  cashier. 

RESPONSE 

There  is  no  mail  room  or  cashier  room  as  such.  They  occupy  one  large 
room.  The  checks  are  now  being  deposited  immediately,  and  therefore,  the 
endorsement  is  being  made  timely. 

3.  Send  all  cash  received  along  with  employer  reports  directly  from 
the  mail  room  to  the  cashier  for  validation. 

RESPONSE 

The  mail  is  now  being  delivered  immediately  to  the  cashier  for 
val idation. 
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4.  Deposit  cash  in  compliance  with  Section  2-1210.22  of  the  Montana 
Operations  Manual . 

RESPONSE 

We  believe  that  we  are  complying  with  Section  2-1210.22  of  the  Montana 
Operations  Manual.  We  handle  very   little  coin  or  currency  and  it  is  deposited 
timely  when  received.  All  money  collected  is  deposited  daily  except  during 
the  close  of  the  quarter  when  the  deluge  of  employer  reports  is  overwhelming. 
Even  then  our  backlog  is  cleared  up  within  three  days,  which  meets  the  Manual 
requirement  that  deposits  are  to  be  made  at  least  weekly.  With  regard  to  the 
Manual's  reference  to  investments,  the  matter  of  investing  trust  fund  money 
has  been  covered  by  people  from  our  Regional  Office. 

5.  Provide  adequate  facilities  for  the  safeguarding  of  all  cash 
when  it  must  be  retained  in  the  building. 

RESPONSE 

We  are  presently  using  the  safe  if  checks  must  be  retained. 

6.  Change  the  safe  combination  whenever  personnel  with  knowledge 
of  the  combination  terminates. 

RESPONSE 

Concur. 


Page  16  -  RECOMMENDATION 

1.  Maintain  records  to  adequately  document  that  corrections  to 
employer  reports  are  properly  authorized  and  reasonable. 

RESPONSE 

We  do  maintain  records  documenting  changes.  These  records  may  be  in 
the  employer  file  or  they  may  be  in  batches,  depending  upon  the  correction. 


■122- 


2.  Establish  reasonable  dollar  limits  for  follow-up  of  error  correc- 
tions on  employer  reports,  including  follow-up  of  addition  errors 
in  employer  wage  listings. 

RESPONSE 

We  assume  the  reference  here  is  the  comparison  of  employer  wage  list 

total  with  employer  contribution  report.  At  one  time  when  our  staffing 

pattern  allowed  for  extra  activities,  we  did  audit  these  differences. 

However,  we  prove  to  be  cost-effective.  With  our  present  staff,  we  cannot 
follow  this  recommendation. 

3.  Notify  employers  of  all  corrections  to  the  employer  reports 
that  affect  the  tax  liability. 

RESPONSE 

We  do  this  by  sending  a  debit  memorandum  and  following  up  where  the 
employer  is  liable  for  additional  taxes.  We  also  notify  the  employer  of 
an  overpayment  and  give  him  the  opportunity  to  use  it  to  offset  future 
tax  liability  or  receive  a  check  in  the  amount  of  the  overpayment. 

Page  18  -  RECOMMENDATION 

We  recommend  that  ESD  revise  the  employer's  quarterly  report  to 
more  adequately  explain  the  information  required. 

RESPONSE 

We  are  currently  revising  the  employer's  quarterly  report,  as  part 
of  an  on-going  process  for  more  efficient  reporting  techniques. 

Page  20  -  RECOMMENDATION 

We  recommend  that  ESD  consistently  apply  the  current  policy  for 
assessment  of  penalties  and  interest  and  document  all  abatements 
of  penalties  in  accordance  with  Section  87-135,  R.C.M.  1947. 

RESPONSE 

The  description  of  our  policy  in  the  assessment  of  penalty  and  interest 
is  enforced  consistently  and  penalty  abatements  are  documented. 
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Page  21  -  RECOMMENDATION 

We  recommend  that  ESD  adopt  a  system  of  applying  payments  on 
delinquent  contribution  accounts  to  the  penalty  and  interest 
first  and  then  to  contribution  due. 

RESPONSE 

Penalty  and  interest  is  being  assessed  first. 

Page  22  -  RECOMMENDATION 

We  recommend  that  ESD  record  penalty  and  interest  revenue  under 
a  separate  SBAS  revenue  code  to  provide  for  proper  transfer  to 
the  administration  fund  in  accordance  with  Section  87-135, 
R.C.M.  1947. 

RESPONSE 

Concur. 

Page  24.  Control  of  Claims  for  Benefit  Cards 

1.  We  plan  to  adopt  the  single  by-pass  distribution  system  for 
weekly  pay  cards  on  an  experimental  basis  at  first,  and  then  as  a  permanent 
operational  system  when  our  benefit  programs  are  completely  automated.  We 
agree  to  consider  the  double  by-pass  system  when  computerization  is  completed, 
but  we  do  not  make  any  commitment  to  adopt  the  double  by-pass  system. 

2.  We  agree  to  study  the  methodology  in  implementing  a  change  of  address 
audit.  Actual  implementation  will  depend  upon  funding  and  resources  available, 

Page  24.  Benefit  Eligibility  Controls 

We  concur  and  point  out  that  this  has  already  been  implemented. 

Page  24.  RECOMMENDATION 

We  recommend  that  ESD  implement  edit  procedures  to  ensure  that  payment 
numbers  are  consecutive  and  are  not  duplicated. 

RESPONSE 

Pay  number  assignment  is  made  the  local  office  level  from  information 
contained  on  the  claim  record  card.  Duplicate  pay  numbers  do  not  cause 
overpayments.  The  edit  check  is  on  week-ending  date.   Implementation  of 
an  additional  edit  check  for  pay  numbers  (duplicate)  can  be  made,  and  can 
stop  payment  of  benefits,  if  the  Benefit  Section  desires. 
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Page  26  -  RECOMMENDATION 

We  recommend  that  ESD  establish  procedures  requiring  daily  listing 
of  all  duplicate  payments  by  the  data  processing  section — 

RESPONSE 

The  recommendation,  as  it  pertains  to  data  processing  has  already  been 
implemented. 


Page  27  -  RECOMMENDATION 

We  recommend  that  ESD  establish  a  number  control  and  accountability 
system  for  checks  being  processed  through  the  agency. 


RESPONSE 

The  log  maintained  in  connection  with  the  signing  of  checks  was  tempo- 
rarily discontinued  because  the  mechanism  counting  the  checks  was  not 
functioning.  That  log  has  not  been  re-established  and  we  reconcile  the 
count  on  the  check  stuffer  with  the  count  received  from  the  computer  on 
the  daily  ledger  printout. 


Page  27  -  RECOMMENDATION 

We  recommend  that  ESD  review  procedures  to  ensure  the  internal 
stop-pay  system  is  functioning  properly  at  all  times. 


RESPONSE 

The   internal    stop-pay  system  was  audited  and   re-established  with   the 
result  that  it   is  currently  functioning   properly. 


Page  28  -  RECOMMENDATION 

We  recommend  that  ESD  review  procedures  to  ensure  the  internal 
stop-pay  system  is  functioning  properly  at  all  times. 

RESPONSE 

Concur.  A  review  will  be  established  with  the  Benefit  Section. 
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Page  29  -  RECOMMENDATION 

We  recommend  that  ESD  obtain  the  name  and  social  security  number  of 
those  claimants  receiving  interstate  benefits  and  include  those 
claimants  in  current  cross-match  procedures. 

RESPONSE 

We  find  that  Research  and  Analysis  is  provided  the  social  security 
number  of  claimants  receiving  interstate  benefits,  and  we  will  subject 
these  claimants  to  the  current  cross-match  procedure. 

Page  30  -  RECOMMENDATION 

We  recommend  that  ESD  establish  a  local  office  claim  file  checkout 
system  which  allows  all  employees  to  locate  a  file  or  determine  its 
disposition  with  minimum  effort. 

RESPONSE 

Concur.      (See  attached  letter) 
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SEHVIGE 


State  of  Montana 
Dept.  of  Labor  &  Industr/ 

Employmefit 
Security 
Division 

P.O    Sax  1728  •  Helena.  Mon'snj  59601 
Phona:  (405)  443-251  t 


April  18,  1978 


File  Code:  95.00 

TO:      All  Local  Office  Managers  and  Field  Supervisors 
SUBJECT:  U.I.  Claims 


A  short  time  ago  each  of  you  received  two  letters  concerning  certain  findings 
of  the  Legislative  Audit.  One  had  to  do  with  hours  of  work  and  one  had  to 
do  with  signing  203  M's. 

We  have  learned  of  another  item,  quote;  "During  our  review  at  the  local 
offices  we  were  unable  to  locate  several  clain  files,  and  ESQ  employees 
could  not  locate  these  claim  files  or  determine  their  disposition.'' 

There  is  no  prescribed  procedure  that  will  eliminate  the  problem,  but  sone 
careful  thought  could  develop  an  idea  that  would  materially  reduce  the  time 
now  spent  trying  to  find  "misplaced"  claims. 

I  ask  that  each  Field  Supervisor,  each  local  office  Manager  (except  Training 
Centers),  and  each  local  office  Claims  Supervisor  give  seme  serious  consider- 
ation to  this  problem.  Some  possible  ideas  might  be:  1.  one  or  two  indivi- 
duals be  designated  as  responsible  for  claim  files,  other  local  office  per- 
sonnel would  request  needed  claims  and  would  sign  for  them,  similar  to  a 
library  operation;  2.  possibly  a  5''x3"  sign  out  card  could  be  used;  card 
has  date,  SSN,  claimants  name,  and  place  for  L.O.  person  to  sign,  card  is 
put  in  place  of  a  CRC  whenever  a  claim  is  taken  out.  A  lined  5"x8"  card 
would  accommodate  several  such  actions;  3.  Determine  just  how  many  claim 
files  your  office  has.  An  active,  inactive,  fraud,  and  pending  file  for 
ewery   type  of  claim  could  be  too  detailed.  Also,  you  may  find  two  or   more 
individuals  maintaining  their  own  set  of  claim  files  (i.e.  each  has  a  pending 
file)  which  they  may  think  is  easier. 

As  mentioned  above,  there  is  no  guaranteed  method  but  if  we  give  the  matter 
some  serious  attention  I  am  sure  we  can  reduce  the  number  of  misplaced  claims. 
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Page  2 

April    18,   1973 


Any  suggestions  should  be  forwarded  to  your  Field  Supervisor  v/ho  can  cc^bire 
tnefT^  into  a  single  presentation. 


■7 


^>^i>:^ 


C.  C.  Warner,  Deputy  Administrator 
for  Employment  Services 


CCW:sr 
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Page  31  -  RECOMMENDATION 

We  recommend  ESD  local  offices  remain  open  from  8:00  a.m.  to 
5:00  p.m.  in  compliance  with  state  law. 

RESPONSE 

Concur.   (See  attached  letter) 


Page  31  -  RECOMMENDATION 

We  recommend  that  ESD  local  office  employees  be  required  to  sign  all 
203-M  documents  as  required  by  the  ESD  Operations  Manual. 

RESPONSE 

Concur.      (See  attached  letter) 
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March  10,  1973 


File  Coda:  00.27 

TO:      All  Local  Office  Managers  and  Field  Supervisors 
SUBJECT:  Legislative  Audit 


Recently  this  Agency  undarwent  an  extensive  audit  by  legislative  auditors. 
Two  of  their  findings  had  to  do  with  local  offices,  and  I  quote: 

1.  "A  sign  on  the  door  indicated  the  office  was  closed  for  the 

lunch  hour." 

I 

Ever  since  this  Agency  has  been  in  existence  local  offices  have  bean 
required  to  be  open  fr0':7i  8:00  A.M.  -  5:00  P.M.  on  regular  working 
days.  This  is  in  accord  with  the  revised  codas  for  Montana.  It  also 
means  that  service  to  the  public  will  be  available  during  those  sarr.e 
hours.  This  rneans  that,  during  the  lunch  hour,  someone  should  ba 
available  in  the  local  office  to  adequately  serve  the  public. 

2.  "We  found  several  instances  where  clair.s takers  were  not  signing 

203-M  documents  prepared  by  claimants". 

Section  525.13  of  the  Montana  Operations  Manual  gives  the  instructions 

for  preparation  of  the  UI-203-M.  The  last  iteoi  under  these  instructions 

\Qry   specifically  states  "Enter  date  signed  hvA  ccrrplete  claimstaker's 
signature". 

There  will  be  no  deviation  from  the  above  prescribed  procedures. 


^.2^ 


FRED  BARRETT,  Ad.Tiinistrator 
Employment  Security  Division 
Department  of  Labor  t   Industry 

FB/CCV.'isr 
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Page  32  -  RECOMMENDATION 

We  recommend  that  ESD  implement  records  management  procedures 
sufficient  to  ensure  that  location  of  paycards  is  always  determinable. 

RESPONSE 

Concur.      Procedures  are  now  in  place  to  locate  current  pay-cards 
(one  month  old).     These  cards  are  sorted  and  placed  in  Room  5.     They 
become  the  responsibility  of  the  Benefit  Section  at  that  point. 

Page  33  -  RECOMMENDATIONS 

1.  Comply  with  the  General  Records  Retention  Schedule  provided 
by  Section  1-1390.30  of  the  Montana  Operations  Manual  as  it  relates 
to  the  retention  of  cancelled  checks. 

RESPONSE 

We  are  complying  with  the  General  Records  Retention  Schedule.  At 
the  time  of  the  audit,  some  of  the  original  documents  were  at  the  Records 
Management  for  filming. 

2.  Work  with  the  Records  Management  Bureau  of  the  Department  of 
Administration  to  evaluate  the  need  to  microfilm  the  cancelled 
benefit  checks. 

RESPONSE 

We  have  been  working  with  Records  Management  Bureau  for  the  past 
several  years. 

Page  34  -  RECOMMENDATION 

We  recommend  that  ESD  file  continued  interstate  claim  documents  in 
the  appropriate  individual  claim  file. 

RESPONSE 

We  are  in  the  process  of  filing  interstate  claim  documents  in  the 
individual  claim  file. 
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Page  35  -  RECOMMENDATION 

We  recommend  that  ESD  adopt  a  more  efficient  system  for  filing 
contribution  documents. 

RESPONSE 

We  are  not  funded  for  the  type  of  filing  that  we  would  like  to  use 
in  the  contribution  section.  ETA  insists  on  budgeting  this  function  for 
batch  filing.  We  are  currently  trying  to  file  our  reports  by  employer 
account  number  through  the  use  of  CEP  employees  which  do  not  affect 
budgeted  activities. 

Page  37  -  RECOMMENDATION 

That  ESD  use  state  purchasing  suppliers  whenever  possible  to  purchase 
items  for  WIN  participants. 

RESPONSE 

We  have  in  the  past  and  will  continue  to  do  so  in  the  future  whenever 
and  wherever  possible,  purchase  supplies  from  state  approved  vendors. 

The  ESD  Fiscal  Unit  has  contacted  State  Purchasing  on  several  occasions 
in  the  past  to  obtain  the  names  of  authorized  state  suppliers  for  particular 
areas  or  communities.  On  many  occasions  they  have  asked  for  a  list  of 
suppliers  so  that  a  call  would  not  have  to  be  made  every  time  ESD  needed 
to  make  a  purchase.  They  were  told  Purchasing  did  not  have  the  time, 
money  or  personnel  necessary  to  prepare  such  a  list  for  distribution. 
The  names  were  in  a  card  file  not  easily  reproduced.  They  were  not  re- 
ceptive to  the  suggestion  that  we  send  someone  to  copy  the  list.  This 
apparently  would  unduly  inconvenience  their  daily  operation.  Purchasing 
indicated  the  list  was  of  considerable  length  and  was  constantly  being 
changed  and  updated.  They  preferred  to  handle  our  requests  on  an  indi- 
vidual basis. 

When  a  list  of  suppliers  is  obtained  we  will  instruct  our  WIN  teams  to 
use  the  list  whenever  possible.  However,  due  to  the  nature  of  the  WIN 
Program,  this  could  cause  unnecessary  delays  in  providing  necessary  items 
to  WIN  participants.  The  majority  of  requests  made  on  behalf  of  WIN 
participants  are  of  an  emergency  nature  and  immediate  action  is  necessary 
to  insure  uninterrupted  attendance  in  training  activities.  Because  of  the 
variety  of  items  required  to  meet  the  needs  of  WIN  participants,  we  would 
undoubtedly  encounter  many  situations  where  it  would  be  necessary  to  take 
valuable  time  to  contact  Purchasing  to  determine  whether  a  particular 
item  could  be  purchased  from  an  authorized  supplier.  We  could  not  expect 
an  immediate  response  to  all  inquiries  and  because  of  this  the  time  lag 
in  many  cases  would  not  be  acceptable. 
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There  is  also  a  question  of  legality.  The  purchases  referred  to  are 
purchases  authorized  by  WIN  regulations,  which  are  necessary  to  enable  a 
participant  to  obtain  or  retain  employment  or  training.  These  purchases 
are  for  individuals  participating  in  the  program,  not  purchases  for  the 
State.   In  addition,  all  items  over  $35.00  require  three  bids,  by  WIN 
regulation. 

Page  37  -  RECOMMENDATION 

That  ESD  prepare  only  one  check  to  each  WIN  participant  per  pay  period 
and  use  journal  entries  to  distribute  the  payment  amount  to  the  proper 
programs  and  expenditure  codes. 

RESPONSE 

Beginning  with  the  WIN  payment  period  ending  April  30,  1978,  only  one 
check  will  be  issued  to  a  participant  per  pay  period.  Journal  entries 
will  be  made  to  distribute  the  payment  amount  to  the  proper  programs 
and  expenditure  codes.  Expenditures  by  program  will  be  submitted  to 
the  Fiscal  Unit  at  the  close  of  each  day's  activities. 

Page  39  -  RECOMMENDATION 

1.  Require  local  and  central  office  WIN  personnel  to  comply  with 
provisions  of  the  WIN  Operations  Manual  relating  to  payment  authorization. 

2.  Maintain  a  current  list  of  local  office  personnel  designated  to 
authorize  the  WIN  payments. 

3.  Require  WIN  participants  to  sign  for  checks  picked  up  at  the  local 
office. 

RESPONSE 

1.  Local  office  WIN  team  members  will  be  instructed  to  adhere  to  all 
provisions  of  the  payments  section  of  the  WIN  Operations  Manual  that 
apply  to  payment  authorization.  Regarding  tne  situation  mentioned 

in  the  audit  report,  local  office  team  members  will  be  instructed  not  to 
date  and  sign  payment  forms  prior  to  the  ending  date  of  the  training  period 
for  which  the  request  is  made. 

2.  Lists  of  local  office  personnel  authorized  to  sign  WIN  payment  forms 
are  currently  being  updated  and  local  office  managers  will  be  instructed 
that  future  payment  entitlement  forms  and  payment  request  forms  will  not 

be  honored  if  the  signature  of  the  WIN  team  member  completing  the  form 
does  not  appear  on  the  authorized  signature  list. 

3.  Local  offices  distributing  WIN  checks  will  be  required  to  have 
the  participants  sign  for  all  checks  received  in  order  to  provide  adequate 
documentation  that  the  checks  were  actually  received  by  the  participants. 
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Page  41.  Control  Over  Cash  Receipts  and  Disbursements 

We  agree  to  correct  cash  receipt  and  disbursement  control  weaknesses 
wherever  they  exist.  We  differ  with  the  auditor's  conclusion  that  some  of 
the  instances  cited  are  actual  internal  control  weaknesses  but  rather  are 
isolated  instances  not  part  of  our  method  of  doing  business.  Many  of  the 
points  mentioned  on  Page  40  and  41  are  repeated  throughout  the  audit  report 
and  are  dealt  with  where  they  occur.  We  will  be  happy  to  continue  discussion 
of  these  items  repeating  what  was  said  at  the  close  out  interview. 

Page  42.  Authorized  Check  Signers 

1.  We  concur.   It  was  our  impression  that  this  was  accomplished,  and 
we  have  no  explanation  as  to  why  the  bank  did  not  have  the  administrator's 
name  listed  as  an  authorized  check  signer.  His  name  was  submitted  in  1971 
when  he  assumed  this  office,  and  has  been  on  record  both  in  this  agency  and 
in  the  US  Treasury.  We  do  not  know  what  disposition  the  bank  made  of  the 
authorized  signature  provided  them. 

2.  We  will  comply  and  have  the  signature  of  the  Director  of  the 
Department  of  Administration  on  all  benefit  and  manpower  checks. 

Page  43  -  RECOMMENDATION 

We  recommend  that  ESD  record  cash  transfers  only  after  they  dire   completed. 
RESPONSE 

Concur. 


Page  44-45  -  RECOMMENDATION 

1.  Establish  procedures  to  verify  that  bank  errors  are  corrected. 

2.  Require  the  machine  section  to  record  and  report  to  the  fiscal 
section  all  errors  found. 

3.  Perform  proper  cash  reconciliations. 

RESPONSE 

Concur.  Daily,  starting  4/14/78,  an  accountant  from  fiscal  is 
reviewing  the  reconciliation  process  with  data  processing  personnel. 
Within  two  weeks  fiscal  will  assume  full  responsibility. 
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Page  46  -  RECOMMENDATION 
We  recommend  that  ESD: 

1.  Discontinue  netting  adjustment  transactions. 

2.  Adopt  a  double  entry  bookkeeping  system  to  record  transactions 
on  the  ledger  cards  for  the  benefit  and  manpower  accounts. 

RESPONSE 

1.  The  federal  accounting  system  has  been  set  up  to  record 
transactions  using  this  method. 

2.  We  have  a  disbursement  register  established  with  no  need  for 
a  double  entry  system. 

Page  47-48  -  RECOMMENDATIONS 

1.  Delegate  to  specific  personnel  the  responsibilities  of  cancelling 
and  recording  voided  checks. 

RESPONSE 

We  have  one  person  who  is  delegated  to  void  benefit  checks,  and  we 
have  one  person  who  is  to  maintain  a  list  of  voided  benefit  checks. 

2.  Coordinate  activities  between  the  benefit  and  manpower  sections 
in  relation  to  voided  checks. 


RESPONSE 

Voided  checks  are  transmitted  to  the  Machine  Section  for  listing  on 
benefit  status,  which  we  consider  coordinating  the  activity. 

3.  Provide  for  the  write  off  of  stale  dated  manpower  and  benefit 
checks  on  a  timely  basis. 


RESPONSE 

The  stale-dated  checks  will  be  dated  on  a  timely  basis  in  the  future. 

4.  Separate  the  recording  and  handling  functions  for  undelivered 
benefit  checks. 


RESPONSE 

Although  this  recommendation  would  appear  to  be  a  duplication  of  work, 
we  will  study  the  feasibility  of  the  recommendation. 
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Page  49  -  RECOMMENDATION 

We  recommend  that  ESD  instruct  the  manpower  section  to  void  all 
misprinted  checks. 


RESPONSE 

We  concur  and  will  so  instruct  the  manpower  section.  Further,  we 
will  determine  the  feasibility  of  installing  new  equipment. 

Page  49  -  RECOMMENDATION 

We  recommend  that  ESD  discontinue  recording  inter-entity  loan 
receivable  and  loan  payable  transactions  to  circumvent  SBAS  edit  procedures, 

RESPONSE 

This  would  be  possible  if  we  had  complete  control  of  cash  receipts. 

Page  51  -  RECOMMENDATIONS 

1.  Reconcile  the  accounts  receivable  balances  recorded  on  the  manual 
and  computer  systems  on  a  timely  basis. 


RESPONSE 

We  have  been  trying  to  reconcile  timely  but  because  of  computer 
problems,  this  standard  was  temporarily  behind  schedule. 

2.  Take  the  necessary  steps  to  assure  the  proper  functioning  of  the 
computer  system  and  discontinue  using  the  manual  system. 


RESPONSE 

This  is  one  of  our  goals  and  has  been  ever  since  we  took  on  the 
computer  system.  We  would  point  out  the  apparent  inconsistency  between 
this  recommendation  and  recommendation  No.  1  on  P.  15. 
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Page  51  -  RECOMMENDATION 

We  recommend  that  ESD  send  monthly  statements  to  employers  and 
benefit  recipients  with  outstanding  accoupts  receivable  balances. 


RESPONSE 

We  will  comply  with  this  recommendation  as  soon  as  all  computer 
functions,  both  tax  and  benefits,  are  operating  to  provide  this  service 
of  monthly  bil 1 ing. 


Page  52  -  RECOMMENDATION 

We  recommend  that  ESD  periodically  prepare  aging  schedules  to  help 
evaluate  accounts  receivable  collection  procedures. 


RESPONSE 

We  are   in  the  process  of  preparing  aging  schedules  for  accounts 
receivable. 


Page  53-54  -  RECOMMENDATIONS 

1.  Transfer  all  uncollectible  accounts  receivable  to  the  Department 
of  Revenue  for  collection  under  the  provisions  of  Section  84-7104, 
R.C.M.  1947. 


RESPONSE 

We  are  now  in  the  process  of  referring  uncollectible  accounts  receivable 
to  the  Department  of  Revenue. 

2.  Write  off  of  uncollectible  accounts  only  with  prior  authorization 
from  Department  of  Revenue. 


RESPONSE 

We  will  comply  since  we  do  not  write  off.  We  place  our  contributions 
accounts  receivable  in  the  suspense  status  to  comply  with  federal  require- 
ments. 
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3.  Adequately  document  all  acounts  written  off  to  provide  for  the 
subsequent  collection  of  the  accounts  if  collection  becomes  possible. 


RESPONSE 


The  employer  acount  is  fully  documented. 


4.  Discontinue  recording  suspended  benefits  accounts  receivable  as 
assets. 


RESPONSE 

We  will  take  this  matter  up  with  the  Regional  Office  to  see  that  we 
conform  to  their  requirements. 

Page  54  (bottom)  -  RECOMMENDATION 

We  recommend  that  the  contribution  section  maintain  subsidiary  detail 
records  for  contributions  receivable  to  allow  subsequent  verification 
of  account  activity  and  monthly  and  year-end  totals. 

RESPONSE 

As  soon  as  we  are  functioning  as  previously  recommended  in  the  item 
dealing  with  account  balances,  we  will  have  an  up-to-date  monthly  and 
year-end  subsidiary  account  information. 

Page  55  -  RECOMMENDATION 

We  recommend  that  ESD  reconcile  subsidiary  and  general  ledgers 
for  accounts  receivable  dishonored  checks  monthly  and  make  necessary 
corrections  at  that  time. 

RESPONSE 

We  will  establish  the  necessary  account  and  reconciliation.   In  reality, 
a  dishonored  check  results  in  accounts  receivable,  therefore,  this  employer's 
account  is  established  as  a  part  of  the  accounts  receivable  and  as  a  part 
of  the  accounts  receivable  balance. 
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Page  56  -  RECOMMENDATION 

We  recommend  that  ESD  establish  written  guidelines  for  the  timely 
preparation  and  delivery  to  employers  of  delinquent  assessments. 

RESPONSE 

We  have  written  guidelines  for  the  preparation  of  delinquent  assess- 
ments . 


Page  58  -  RECOMMENDATION 

We  recommend  that  ESD: 

1.  Place  all  acounts  receivable  control  totals  on  SBAS  and  the 
federal  accounting  system  general  ledgers. 

2.  Reconcile  general  ledger  totals  to  subsidiary  ledgers  at  least 
monthly. 

3.  Establish  an  accounts  receivable  unit  whithin  the  fiscal  section 
to  maintain  subsidiary  ledgers  for  receivables  and  to  perform  all  billings, 
recording  and  control  functions  necessary  to  ensure  prompt  collection  of 
accounts. 


RESPONSE 

1 .  Concur. 

2.  Concur  and  doing. 

3.  Do  not  concur.  The  program  functions  of  the  Contribution  Section 
are  so  intertwined  with  fiscal  functions  as  to  make  separation  as  recommended 
not  practical.  A  recent  federally  conducted  operations  and  management  review 
covering  the  same  period  as  this  audit  comes  to  a  conclusion  contrary  to  that 
of  the  Legislative  Auditor.  This  report  states: 

"Recently  a  state  auditor  has  questioned  these  functions  being  separate 
from  the  Administrative  Services  Division  and  suggested  that  they  should  be 
moved  to  this  Division;  or  that  an  Internal  Auditor  position  be  established 
to  insure  complete  control  in  these  areas.   It  is  the  position  of  Regional 
Office  staff  that  these  UI  functions  are  so  entirely  integrated  into  the  UI 
program  that  it  would  not  be  possible  to  successfully  move  these  functions 
into  the  Administrative  Services  Division.  A  similar  structure  prevails 
throughout  most  state  agencies  in  this  region.   It  appears  evident  that  an 
Internal  Auditor  position  would  be  a  luxury  which  the  agency  cannot  afford." 

Auditor's  Note:  The  Legislative  Auditor  has  never  recommended 
an  internal  auditor  for  ESD  for  this  or  any  other  function. 
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Page  59  -  RECOMMENDATION 

We  recommend  that  ESD  credit  accounts  receivable  by  use  of  a  journal 
entry  when  claimants'  endorsements  are  not  required  on  the  checks. 


RESPONSE 

We  concur,  however,  we  need  to  become  more  fully  automated  before  we 
can  comply. 


Pages  60-61  -  RECOMMENDATIONS 

1.  Separate  cash  handling  from  accounts  receivable  recordkeeping. 

RESPONSE 

Upon  receipt  of  the  new  validating  equipment,  we  will  separate  cash 
handling  and  accounts  receivable  recordkeeping. 

2.  Provide  for  the  verification  of  debtor  statements  by  someone 
not  having  access  to  the  cash  receipts  records  or  the  accounts  receivable 
credits. 

RESPONSE 

We  will  study  this  recommendation. 
Page  61 

3.  Provide  for  other  personnel  to  assume  responsibility  for  accounts 
receivable  during  the  accounts  receivable  clerk's  vacation  or  other 
absences. 

RESPONSE 

Concur. 


Page  62  -  RECOMMENDATION 

We  recommend  that  ESD  establish  procedures  to  ensure  prompt  billing 
of  interstate  accounts  receivable. 


RESPONSE 

We  will  attempt  to  ensure  prompt  billing. 


-140- 


Page  62  -  RECOMMENDATION 

We  recommend  that  ESD  maintain  subsidiary  ledgers  for  penalty  and 
interest  accounts  receivable  in  detail  sufficient  to  allow  subsequent 
verification  of  monthly  and  year-end  totals. 

RESPONSE 

This  is  a  matter  of  updating  and  becoming  current  with  our  tax  computer 
operations.  We  are  trying  to  comply. 

Page  63  -  RECOMMENDATION 

We  recommend  that  ESD  promptly  process  all  accounts  receivable  payments 
and  deposit  the  proceeds. 

RESPONSE 

We  are  complying  with  this  recommendation. 

Page  63  -  RECOMMENDATION 

We  recommend  that  ESD  record  the  liability  for  unclaimed  CETA-CEP 
earnings  in  its  accounting  systems. 

RESPONSE 

Concur 

Page  65  -  RECOMMENDATIONS 

1.  Verify  the  accuracy  of  the  computer  listed  credits  and  issue  credit 
memos  to  applicable  employers. 

RESPONSE 

We  are  verifying  the  accuracy  of  the  computer  listed  credits. 
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2.  Establish  proper  implementation  and  verification  procedures  for 
computer  operations. 

RESPONSE 

Particularly  since  our  experience  with  the  computer  is  relatively  new 
we  are  continuously  establishing  implementation  procedures. 

3.  Promptly  notify  employers  of  credit  balances  resulting  from  their 
employer  contribution  tax  payments. 

RESPONSE 

This  is  a  matter  of  becoming  current  In  our  computer  operations,  and  in 
every  way,  ewery   day,  we  will  get  better  and  better! 

Page  66  -  RECOMMENDATION 

We  recommend  that  ESD  adjust  accrued  annual  leave  balances  at  the  state 
and  federal  fiscal  year-ends  in  the  federal  general  ledger. 

RESPONSE 

Since  this  was  a  federal  requirement  and  not  a  state  requirement  we 
followed  federal  guidelines.  However,  if  use  can  be  made  of  the  infor- 
mation we  can  adjust  the  balance  as  of  June  30th  also. 

Page  67  -  RECOMMENDATION 

We  recommend  that  ESD  officials  record  CETA  accruals  in  accordance  with 
generally  accepted  accounting  principles. 

RESPONSE 

Here  again  we  were  following  federal  regulations  which  do  not  always  agree 
with  "generally  accepted  accounting  principles".  Which  way  do  we  go? 

Page  67  -  RECOMMENDATION 

We  recommend  that  ESD  adjust  accrued  liabilities  for  actual  amounts  at 
the  state's  fiscal  year-end. 

RESPONSE 

Again  a  federal  -  state  conflict.  We  will  make  the  necessary  adjustments. 
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Page  69  -  RECOMMENDATION 

We  recommend  that  ESD  establish  a  formal,  written  plan  to  project  its 
data  processing  equipment  needs. 

RESPONSE 

We  do  not  agree  with  the  auditors  findings  that  no  formal  plan  projecting 
the  Employment  Security  Division's  future  data  processing  equipment 
needs  has  been  developed.  We  have  formalized  several  plans  depending 
upon  the  projected  funding  and  equipment  available.  These  plans  have  been 
scrapped  or  modified  depending  upon  budgeting  circumstances.  We  have 
just  completed  submission  of  a  master  plan  for  funding  and  implementing 
the  national  model  of  ADS  job  bank,  including  a  supplemental  budget 
request  of  $390,510.00.   In  addition  we  have  committed  ourselves  to  the 
Regional  Employment  and  Training  Administration  Office  to  have  a  complete 
long  range  plan  ready  by  January  1979  for  the  Employment  Service  Automated 
Program,  a  national  model  incorporating  complete  data  processing  capability 
for  all  programs  administered  in  the  agency.  In  addition,  we  have  met 
with  and  submitted  all  required  data  and  material  to  the  state  data 
processing  planners  whenever  requested.  See  attached  exhibit. 
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:-.  ::,  lv72 


:'.r.  F.-r:J  E^rre'C 

Er.pla;.— ;nt  Security  DivisLca 
?Q3r  Office  Box  1723 
K-2ior.a.  ::cr.cai-.a  59£0i 

Subject:   Job  Eank/Ai)S  l-pleaentarloa  }i--:ir'3,  ;-2-ch  21  and  22,  1973 

In  accordance  v/ith  cur  t  =  lapho?ie  ciac-ission  Februcry  15,  lv7C,  crezibirs 
of  our  actional  and  rejional  staffs  visiced  ycur  e^e.icy  end    developed 
plans  for  icpleciantiag  thn  Jcb  Eard>  ac-d  Applica-.t  Cac^  Sy:jCfT.   Tar::c!: 
dates  vere  asslcned  for  cc^splecica  of  specific  aarloua,  i-vcludlns  c-:'l5 
office  arrar.2in;3  Cschaical  assisrsace  in  this  dcvc-lcpr.aat: .   Tnese  dr.ccj 
ard  actions  are  iadicated  ia  t'r.>2  enclosure  for  jcur  Ir.f  oraaticn .  =■ 

As  Ir.uicatoJ  above,  chis  office  vill  be  coord  iaa ;  In^  :-jchr.lcal  asa  is  ca-,.cr^ 
baGod  on  this  plaa.  Should  vo-a  find  that  your  agency's  vorkioads  r^;;_ii.rsi 
a  chac^o  ia  plans.  I  voLild  appreciate  your  notifyirs  uz . 

'TnaaV.  jo'j  aj^atc  for  your  iaterest  la  this  tiatCer.   Ir.  cy  opinion,  ve  h.Td 
a  good  sessior.  vith  your  staff.   Do  r.ot  hesitate  to  call  Fran!-:  Urea?,  or 
zr.yself  if  you  have  any  q'acstions. 

Slr.cerely, 


U.    E.    SCrfLT£.'L\:;S 
Anscciatc    P-cgioaal   Adnlais 
for   Area    Oceracior.s    Office 


trator , 


r.ac  j.C3ure 

cc--Lee    GiaTr.onl 
Attention:      TESj 

,v  O  C  Zl     O  u  -1  ^ 

Patrick   Henry    Bviiidini 
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PHASE  1 


1.  Develop  implementation  plan  for  ADS/JB 

2.  Submit  plan  and  SBR  to  N.O. 

3.  National  office  complete  action 

4.  Implement  Job  Bank/ADS 

5.  Technical  Assistance  from  ESSI 


April  10,  1978 
April  17,  1978 
June  1,  1978 
October  1 ,  1978 
November  6,  1978 


2. 
3. 


PHASE  2 

Regional  office  technical  assistance  for 
ESAP  development 

Preliminary  on-site  review  of  ESAP  plan 

ESAP  plan  to  regional  office 


November  7,  1978 

November  20,  1978 
January  5,  1979 
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^f^AR24l973 

S   NnKOBAKDUM   FOR: 
^    FROM: 

SUDJBCT: 


U.S.  DF.PAR■lMK^vT  OF  I./VbOK 

WASHINGTON'.  DC.     ?:2U 


-^ 


fv^'^^ 


J  AMPS   T.    K'.EIN 
LINO   GlANf>:ON' 


-'-rX 


Field   Trip   Pepurt   Hrtlei.^,    ^'ont^lna 
Kai^ch   20-21,    i9"-3 


Purpose   of   this   visit   was   to   r.?:-:i2t    ngen:y  <;^vcuo^,  ^'p 
acceptable   plan    for   installation    of   Stanrai-d   ^f^. ^^^-^^^^^ 
Our   approach   was   to   cnr.ourase    the    ni^oncy   to    sub>:5it   its^c^Oo 
Bank   plan    a'i;   part   of  a   longer    rans^   USA?   proposa. .  _    Fo^l^"- 
ine:a   brief   ovorviev;   of   the   national   E3AP,    oiscnssion  -o. 
J.St-i3  Tiiodules    and    cnhancc.-ents,    the   ais^ncy   proGPn.cd   a.s    Jo. 
Bank-pinnv.    The-  Freetins-conclud^d  :  ^itjvniirdon..au-  ty^  th^-^  .^ 
agency-  f  or.  subnii  ttod  •  of  :a.  plan,  f  or.  Stanu;:jrc-  Job    ti^nk -a^u^^:-.. 
A&ii  and   an   Ef^A?   nroposal.       A    schedule   of.  ^ventr.   and   a    1.3t_ 
of  projected    taskr.  to   b--   acco-p'-ishc-d   by   cor.ponent   oi  t,^-n lec- 
tions wDre   al.-^o   n  ere  ad  upon. 


Plan    for   S t a r, d a r d    J o h  3 a rtk/^ADS 


estimates    to'  be  negotiated   tbro-.-.ch   the   rc:.g..iona.l    oil  ice: 


Estin-;ated   Pro.lectcd    Cost    for 


Job    3:^nk/ADS 


1/ 

60,000   for   fax   equipment- 

lOjOOO    for    training 

3,000    paper  .  ,  -■i-:.,^^i- 

IsloOD    Cor:putcr    facility   .u.ppcrt   tm^e    (i^^ntr^li^eu ) 
1,500   additional    telephone    fr.c^:,Xi ties   Tcr   ^ax 
8,000  HTC   cair.era   repair  ccmae- 
Y,500    filrv 

1/   The    fax   net;.ork   in    7   rr^jor   USSS   o^fic^a  vll  r  b^   used  "in 
Ferr.ole   office.«3   once  r^ajor   oflicea   rec-eave   dxrccv   caucx   p-U-i  > 
capability    tlirougli  ESA?. 


•rent  vcridoi"    service    fo; 

a       


2/  Because  of  the  unavailability  of  eqw^p-rcai.  v.cnaor  scr. 
th-  K,TC  ca^nera,  the-  agency  'Ivas  opted  jor  iuua.--  t-  tia.ca... 
staff  rr.cmber    in    eci\.ii  pi-Jcn  t    scrvxcirg. 
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^      13,000    60   lar£;e   screen   viewers 

V  3 ,503    duplicator 

"^     126,^00  Total    (tstiniate) 

^  ^^o^,t■^;•.a    E!5A?   Plr-n 


fit    prf?st;!jt   time   the   TAX   program,    benefit   payi-^cnts,    initial 
Deter.T  iriations,    Federnl",    State    repor-ts,    ci-osy  iri^.tch  :ind 
experiefnce   rnting;  are   on    the   co:rpL)ter.      All   :-;yi;te.:n3   are   in 

bate])    e>'.(;e;pt    the   TAX   program    (Loi'isiariS:    'd:]f'^ler.;)   uh.icl;    is    part 

batch,    part   real    time.      Plans   fo!'    fisrtl-.a:    eUtor.atio.t   of   UI 
activitieij   will    be   contnij.ed    in    ^lie   ag^ircy's   prcposs-.i  .      T.'ie 
■E5/HSA?   plana   vjill   probably    include   a    iB  nntcnins  rr.o'ckile 
data    entry,    and    locator   erihancements . 

Schedule   of  Ev^Mta 

1.      Dovelop-nc^nt  of  an   inipleG^entatio.-;    plan   for   Standard   Job 
Bank'  and   ADS   by    the   agency   atid    3u:;;ittal    to   tV-.e   regional 
orficeApril   10,    197p,--('Tl7o    intention.^    :<f   the-   ngcncLi'Vto  -         .-.----; 

submit    an    f!sA?   pi^opoaal"  for' auto'tation    oT-  E3   and   UJ;.will '  b=?-- - 

included   aa   a   part   of   this. plan).  '  . 

?.       Reviovj   of  agency  plan  by   regional    office  ana   sub.'nittal 
to   Wayhington,    for   apur'ov;il    and    f-.trtdirig  April   17,    197'^. 

3..  National. of  fice   ccaipietion    of    fundirig^  action   June    1,    1978.. 

A.  IiDpleLnent- Job  Bnnk'an'd   ADS   October  ■i;-1973-"  .--     ..-. 

5..  Technical    Assist   from' ESSI    November   6,    1973.-   . 

6.  no   ESA?  Ap.si?t   N'ovcnbcr    G,    a9TS  --    .     . 

7.  Preliminary   on   site   reviei^ed   of   CSA?  plan    Novc-rTjber    20,    1?7S 

8.  ESAP  plan    to   RO   January   5,    1979 

Central ization    Issue- 

The   agency   hai;   a   360/'!<0    \.'ith   256   K   capacity   housed    in    the 
State   C>?ntrali2ed   Con-iputer    facility.      A   370   is   available 
thr-ou^h   the   central   facility    at    what    tht?  £s<?ncy   considers   un 
exorbitant  r.ost.      Consideration    wr^ii  s^'-'-^    -"^  cioving' into   direct., 
data   entry    .inatead   of  FAX    for   Job  Bank-  but   it  was   decided    th^t- 
a    better  effort   could   be  n-ad^^   to    resolvo  centrnlizaticn    problems 
when   tlie   u>SAP   plan  has    been    fully   dp-vciocsd  and   the   FAX 
equipment   is    transferred   to   renTOi-e    locationsv 


-^U7-  - 


x<i 


5i  SlBiJiC^J~:■)it<r.cl^' 


^    I    acre;^fl    to    provide    asc.;cy    v^iUi   a    policy   .stateinen t   on 
o^.^   ev^luawion    of    P'sp'^r}  c.-^s   officer, 

ri;^^t)^'''^'''''''"^'''''^'^"'^    ^"^   prepare   a   lottcr   of   under:. t.^nding 
-roi     the    Cheney    director   with   a    copy    tc    .•jationiil    office. 

T   yuiTfiC.stcd    the    uccncy   conijidor    enrolJ  Ln.i'  local    offire 
r^oncipr^    fi-on   one   or  ;:;ore   poccnl-nl    j:?r-s" j<j. tec    to   pa^ticiDa^^ 


I   agrvred    to   cont 
app 


grcea    to   contact   0A«  ;^nd    have   Bob  Burton   arrange   for 
ropi-iate   L;i<SI    support. 

Funding   Job    E?.n!:/AD5   Qiit?ide   of    F.F.^P 


use   prcbieLia   v;ith   the  State  centrs.l   faciiiti' 
Attacluiierits 

Montana   ESPP    Plannins  Cc.T^nittee 
hap   of   Hr>i>tan3 -Local    Offtce 
Li.^t    of   Attendees 
Long  J^ange  Data   Processivig  Fcport 
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Page  70  -  Data  File  and  Program  Security 

1.  Concur. 

2.  Also  concur,  pointing  out  that  current  negotiations  regarding  our 
computer  operation  and  facility  may  make  this  recommendation  moot. 

Page  70  -  RECOMMENDATION  NO.  1  (bottom) 

1.  Require  computer  programmers  to  use  standard  documentation  conven- 
tions developed  by  the  Department  of  Administration  when  they  prepare 
program  documentation. 

RESPONSE 

It  is  our  feeling  that  adequate  documentation  is  present  for  some  systems. 
Department  of  Administration's  IDS  requirements  will  be  studied  for  the 
balance.  A  decision  will  be  made  as  to  the  best  parts  of  both  systems 
and  formalized  as  the  standard  for  ESD  operations. 

Page  70  -  RECOMMENDATION  NO.  2  (bottom) 

2.  Establish  adequate  backup  program  documentation  at  an  off-site  location. 

RESPONSE 

Do  not  concur.  Do  not  have  financial  resources  to  accomplish  complete 
backup  system. 

Page  71  -  RECOMMENDATION 

1.  Require  a  documented  supervisory  review  of  all  programs  and  program 
changes  initiated  by  programmers. 

2.  Establish  a  log  of  changes  made  to  active  computer  programs. 

RESPONSE 

Planning  is  now  in  process  to  meet  Recommendation  No.  1.  Recommendation 
No.  2  will  be  resolved  in  the  corrective  action  process  of  Recommendation 
No.  1. 

Page  72  -  RECOMMENDATION 

We  recommend  that  ESD  establish  an  adequate  disaster  recovery  plan  for 
preserving  or  re-establishing  its  computer  facilities. 

RESPONSE 

Concur.  Upcoming  review  and  plans  to  process  information  on  the  CSD's 
370/158  will  necessarily  include  this  recovery  process. 
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Page  73  -  RECOMMENDATION 

We  recommend  that  ESD: 

1.  Adopt  proper  accounting  procedures  for  recording  the  value  of  buildings. 

2.  Correct  the  errors  in  the  building  account  discussed  above. 

RESPONSE 

Concur. 

Page  74  -  RECOMMENDATION 

We  recommend  that  ESD  record  fixed  asset  values  in  accordance  with  generally 
accepted  accounting  principles. 

RESPONSE 

Concur. 

Page  74  -  RECOMMENDATION 

We  recommend  that  local  and  central  office  personnel  require  the  use  of 
transfer  slips  to  assure  proper  recording  of  the  location  of  fixed  assets. 

RESPONSE 

Concur  in  use  for  years. 
Page  75  -  RECOMMENDATION 

We  recommend  that  ESD  correct  the  overstatement  in  the  land  account. 
RESPONSE 

Concur. 
Page  76  -  RECOMMENDATION 

We  recommend  that  ESD: 

1.  Combine  the  clearing  account  and  benefit  account  fund  ledgers  in  the 
federal  accounting  system. 

2.  Record  employer  tax  collections  as  "cash  receipts"  when  received  from 
the  employer. 

3.  Discontinue  recording  funds  requested  from  the  unemployment  insurance 
trust  fund  as  "cash  receipts." 

RESPONSE 

1.,  2.  &  3.  will  be  considered  and  studied. 
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Page  77.  Warrant  Mailing 


Wc  do  not  concur.  The  auditor's  findings  do  not  contain  reasons  of 
sufficient  validity  to  cause  us  to  change  the  present  practice  which  lends 
itself  to  better  control  of  our  use  of  federally  authorized  franked 
envelopes,  and  which  has  not  proven  lacking  in  proper  fiscal  internal  control 

Page  77.  Registration  Fees 
We  concur. 

Page  79  -  RECOMMENDATION 

We  recommend  that  ESD  correct  the  payroll  internal  control  weaknesses 
noted  above. 

RESPONSE 


Concur. 

Page  81  -  RECOMMENDATION 
We  recommend  that  ESD: 

1.  Comply  with  federal  regulations  stated  in  the  Cost  Accounting 
Manual,  Section  2-6(4),  for  reporting  expenditures  and  obligational 
authority  in  the  federal  system. 

2.  Obtain  prior  written  authorization  from  the  U.S.  Department  of 
Labor  for  all  transfers  of  expenditures  between  project  codes. 


RESPONSE 

1.  Report  "92"  is  a  "gathering"  point  for  all  expenditures 
reported  for  a  "project".  The  information  from  the  report  "92"  is  then 
analyzed  and  recorded  to  the  appropriate  fund  ledger  codes  that  show  up 
on  our  report  "61" . 

2.  Whenever  possible  and  feasible  this  will  be  done. 
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Page  82  -  RECOMMENDATION 

We  recommend  that  ESD  require: 

1.  Employees  to  prepare  time  distribution  reports  in  ink. 

2.  Employees  and  their  supervisors  to  sign  time  distribution 
reports  in  ink. 

3.  Changes  on  time  distribution  reports  to  be  clearly  marked 
and  initialed  by  the  person  making  the  changes. 

RESPONSE 

1.  Time  distribution  is  a  report  that  at  its  best  is  not  100% 
accurate  and  was  never  intended  to  be.  Time  is  captured  as  accurately 
as  possible.  The  number  of  combinations  are  great  (64  activity  codes 
with  24  project  codes).  It  is  just  not  practical  to  make  these  out  in 
ink. 

2.  Concur. 

3.  Changes  made  to  time  distribution  are  for  invalid  codes  that 
the  computer  won't  accept. 

Page  83  -  RECOMMENDATION 

We  recommend  that  ESD: 

1.  Maintain  records  to  verify  that  all  employee  evaluations  sent 


ou 


t  are  completed,   returned,  and  filed  in  the  appropriate  employee's  file. 


2.     Require  that  employee  performance  evaluations  be  prepared 
annually. 


RESPONSE 

Concur. 
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THOMAS   L.   JUDGE,   Governor 


13iKE».\Mir]>i[i>::rvT  <i]>]f  x^ii»:>3ir!!b'iH'ra^.VTijj):v 

DIREfTOKS  OFP'ICE 

MITCHELL   BlILUINt; 

HELENA.    MONTANA   5'HiOl 


J 


April   13,    1978 


HtC 


M,/ 


Morris  L.  Brusett 
Legislative  Auditor 
State  Capitol  Building 
Helena,  Montana  59601 

Dear  Morris: 


cU 


WNttM  UUBiniivt  jim,„.„ 


In  accordance  with  your  request,  I  have  reviewed  the  report  on  the 
audit  of  the  Biployment  Security  Division  and  submit  the  following  response  to 
the  recoTinendations  directed  to  the  Department  of  Administration: 

RECOMMEWATIOM  -  Pag^   5. 

We  ^zcomrmnd  that  the,  ddpoAMmnt  oi  kdmivuAtnjoution  2Mtabtij>h 
a.  tjcu>k  {^ofice.  imdoJi  the  cmthofvity  gfumted  in  SecZion  82-110, 
R.C.M.  7947,  to  btady  the  accounting  6yitem6  cuAAentZy  in 
me.  at  ESV  and  provide  a  soluution   ^oa.  the  cunAent  duptl- 
catlon. 

As  stated  in  our  response  to  the  same  reconmendation  in  the  prior  audit 
report,  we  concur  with  the  reconmendation  with  the  reservation  that  other  major 
priority  projects  be  completed  first.  A  major  portion  of  our  current  resources 
are  cormiitted  to  the  SBAS  upgrade  project.   In  addition,  we  must  complete  the 
property  accounting  management  systen,  the  treasury  task  force  project,  and  the 
retirement  syston  interfaces. 

The  multitude  of  requiresnents  set  forth  by  federal  agencies  are  such 
that  it  is  not  possible  or  practical  to  incorporate  than  all  into  the  State 
Accounting  System.  We  believe  that  sub-systems  with  interface  capabilities  are 
the  best  method  of  addressing  the  problen;  projects  of  this  type  require  exten- 
sive planning.  At  this  time,  we  cannot  designate  a  specific  time  schedule  for 
this  project;  however,  it  will  be  carefully  considered  in  planning  our  projects 
for  the  next  fiscal  year. 

RECOmENVATION  -  Page  10. 

We  Aecommend  that  ESV: 

1.         Adopt  the  u&e  o{^  6tate  MVinant^  i>i.gned  by  the  State 
kudltoA  {fOA  the  payment  o^  unemployment:  tn6uA.ance 
beneiltA. 


a^jjjj^  ■ 


MONTANA   IS  AN    EQUAL  OPPORTUNITY   EMPLOYER 
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Morris  Brusett,  Legislative  Auditor 
April  13,  1978 

Page  2 

RECgmENVAJJpN  -   Paae   10, 

t.         \na.n/4^<iA  conVwt  o^  ail  axAAting  tAna&uAy  bank 

accounts  to  tkz  TkzoauAlj  Vivi&ijon  o^  tiie  "Otpaxtsnant 
o{i  kdrtiLYiUttAation.. 
We  fizcomrmnd  that  t(iQU,latlon  be  emicted  amzncLing  Section 
87-115,   R.C.M.    1947,  to  attow  tkz  oie  o^  6tatz  MOM/iyvU  &ignzd 
by  thz  StaXz  KadiXofi  iofi  paymznt  oi  unzmploymznt  Zn^uAanaz 
bznz{i-its . 

We  concur.     Due  to  their  magnitude,  the  recornnended  changes  require 
careful  planning  and  budgeting. 

RECOmEhlVATlOM  -  Page  33. 

We  Kzzomnznd  that  ESVi 

1.  Comply  taiXk  thz  Gznznal  RzzofixU  Rztzntlon  Schzdulz 
pfiovldzd  by  SzcXlon  1-1390.30  o{,  thz  Montana  OpzAotlon^ 

■    Manual  oi  it  fizlatz^  to  thz  Kztzntlon  o{^  cancelzd  chzcii&. 

2.  Wofik  uUth  thz  RzzondA  Managzmznt  Bateau  oft  thz  VzpoAtmznt 
oi  AdmlnAJitAation  to  zvaluatz  thz  nzzd  to  mlcAo^Wn  thz 
canazlzd  bznzfit  chzck6. 

We  concur.     The  Records  Managenent  Bureau  has  evaluated  the  need  and 
has  discontinued  the  microfilming  of  cancelled  benefit  checks.     The  audit  re- 
quirement that  the  original  check  be  retained  for  a  period  of  five  years,  was  a 
major  factor  in  this  decision.     It  is  our  opinion  that  a  three  year  retention 
\MDuld  be  adequate  with  a  properly  maintained  microfilm  file.     We  reconmend  the 
five  year  retention  period  requirement  be  re-examined  to  determine  the  need. 

Sincerely  yours, 


C-  C/k/?<««7 


Jack  C.  Grosser, 
Director 

JCC/emw 
ATTACHMENT 
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OFFICE   OF 

E.  V.  "Sonny"  OMHOLT 

STATE  AUDITOR 

COMMISSIONER   OF    INSURANCE 
INVESTMENT  COMMISSIONER 
CENTRAL  PAYROLL   SYSTEM 

Helena., Montana  59601 

April   18,    1978 


Mr.  Morris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59601 

Dear  Mr.  Brusett: 

Attached  are  written  comments  to  the  portion  of  the  audit  report  of  the 
Employment  Security  Division  which  addresses  two  recommendations  to  this 
office. 

Also  attached  are  the  copies  of  the  two  sections  of  the  audit  report. 
Please  be  advised  that  we  felt  that  it  was  necessary  to  make  one  photocopy 
of  each  section  as  support  documentation  for  our  response. 


Sincerely, 


^-.  2^,_^fe..JL^J^5:- 


E.  V.  "SONNY"  OMg0LT 
State  Auditor  &  Ex  Officio 
Commissioner  of  Insurance 

Attachs. 
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THE  INSURANCE  AND  INVESTMENT  DEPARTMENTS  WERE  CREATED  FOR  THE  PROTECTION  OF 

THE  CITIZENS  OF  MONTANA.     USE  THEM! 


RECOMMENDATION 


We  recornmend  that  ESD: 


1.  Adopt  the  use  of  state  warrants  signed  by  the 
State  Auditor  for  the  payment  of  unemployment 
insurance  benefits. 

2.  Transfer  control  of  all  existing  treasury  bank 
accounts  to  the  Treasury  Division  of  the  Depart- 
ment of  Administration. 

We  recommend  that  legislation  be  enacted  amending  Section 
87-113,  R.C.M.  1947,  to  allow  the  use  of  state 
warrants  signed  by  the  State  Auditor  for  pay- 
ment of  unenployment  insurance  benefits. 


The  State  Auditor's  Office  has  no  objections  to  this 
recommendation. 

The  increased  volume  of  warrants  will  require  one  (1) 
additional  FTE  in  the  Fiscal  Management  and  Control  Division 
of  the  State  Auditor's  Office.   Additional,  secure,  filing 
space  for  cashed  warrants  will  be  needed  or  Legislation  to 
allow  stale  dating  of  warrants  six  (6)  months  after  date  of 
issue. 

*********************** 

RECOMMENDATION 

We  recommend  that  ESD  vendor  warrants  be  mailed  to  vendors 
by  the  State  Auditor's  Office. 


The  State  Auditor's  Office  agrees  with  this  recommend- 
ation. 
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